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HAEE REASONS WHY ROYALS 
A BETTER BUY FOR YO) 





GREATER EFFICIENCY! Royal has more work-saving, time-saving features 
than any other typewriter. Result: Royals can deliver more letter-production per ma- 
aw chine. This is a fact. Call in your Royal representative—and be shown the proof—in 


an actual Royal demonstration! 


GREATER DURABILITY! Royals are the sturdiest typewriters engineering 
science has produced. Because of this fact, Royals stand up longer, spend more time on 
aw the job, /ess time out for repairs. Result: Royals cut stenographic work losses to a mini- 


mum, give you the maximum return from your typewriter investment. 


THE FAVORITE WITH TYPISTS! A national survey made among hun- 
dreds of business girls shows that Royal is the preferred typewriter—2 to / over any 
s other typewriter. Your stenographic staff will do more and better work on machines 


they prefer to use. Order Royals! 
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ON PAPERWORK FOR 
BILLING AND SHIPPING” 


LBERIA 8c QNE-WRITING BUSINESS SYSTEMS 





ITTO 


J TRADE MARK REG, USS, PAT. OFF. 


Cudahy Packing Co. 


DITTO handles more work in less time, with 
greater accuracy and at less cost. All necessary 
forms are reproduced from a single, paper origi- 
nal . . . without the use of stencils or mats. 
Whether your problem involves Shipping and 
Billing, ‘Production, Purchasing or Payroll, 
DITTO can solve it for you. We will be glad to 
show you how .. . without obligation, of course. 
Write for Case History No. 3408 which tells how 
DITTO worked for Cudahy Packing Company. 
DITTO, Inc., 644 South Oakley Bivd., Chicago 12, Illinois 


In Canada: Ditto of Canada, Ltd., Toronto, Ontario 














pe | 

pe. 

. 37+ RUN YOUR 
| BUSINESS 
{ CS 28) tics 























ORDER FILLER’S COPY | 





ORDER FILLER'S COPY 





; 





CONTENTS LABEL 


Set 





CONTENTS LABEL 
BOW 











; CONTENTS LABEL 
eesow 





CONTENTS LABEL 
BOW 


Be ri 6 


CARRIER'S RECEIPT 
{DUPLICATES 
perenne. head 


CARRIER'S RECEIPT 
(DUPLICATE) 


" BEKEVED OF 









F fp TV et at a ee 


CARRIER'S RECEIPT. 


wR RD OF 


IDAHY PACKING CO. 


SOOTY IS KANG 











mum OF nOmmianen = PREPAID 


rae 





PACK aane! ARTICLE WEIGHT, RATE 








eree | eeer 


0298 jrerem eta 





























% 2aga| paxenen, poss o> 
= prey 















































































































































Officers and Directors 


CONTROLLERS INSTITUTE 
OF AMERICA 


President 
JoHN H. MacDonaLp 
National Broadcasting Company, Inc., 
New York City 
Vice-Presidents 
HERBERT P, BUETOW 
Minnesota Mining & Manufacturing 
Company, St. Paul, Minnesota 
Frep F. Hoyt 
Carrier Corporation, 
York 
CHRISTIAN E. JARCHOW 
International Harvester Company, Chi- 
cago 
HoMER E. LupwWIck 
Firestone Tire & Rubber Company, Los 
Angeles 
THOMAS J. TOBIN 
Erie Railroad Company, Cleveland 
Treasurer 


O. W. BREWER 
American Gas Association, New York 


Syracuse, New 


City 
Assistant Treasurer 
L. W. JAEGER 
Clark-Babbitt Industries, Inc., New 
York City 


Managing Director 
ARTHUR R. TUCKER 


Directors 
(In addition to the President and five Vice- 
Presidents) 
GEORGE I. BRIGDEN 
St. Joseph Lead Company, New York 
City 
WM. HERBERT CARR 
California Packing Corporation, 
Francisco 
ARCHER EDWARD CHURCH 
Weekly Publications, Inc.—'‘News- 
week,” New York City 
WaLTeR H. DuPKA 
Jones & Laughlin Steel Corporation, 
Pittsburgh 
H. F. HARRINGTON 
The Boatmen’s National Bank of St. 
Louis, St. Louis 
ALLEN U. HUNT 
Jewel Tea Company, Inc., Barrington, 
Illinois 
Noe. E. KEELER 
Sylvania Electric Products, Inc., New 
York City 
CHARLES B. LUNSFORD 
The Equitable Life Assurance Society 
of the United States, New York City 
Epwin E. MCCONNELL 
Norton Company, Worcester, Massa- 
chusetts 
NorMAN R. OLLEY 
The R. T. French Company, Rochester, 
New York 
CHARLES F. PENDLEBURY 
Veeder-Root, Inc., Hartford, Connecti- 
cut 
GEORGE R. RANKIN 
Artloom Corporation, Philadelphia 
O. H. RITENOUR 
Washington Gas _ Light 
Washington, D. C. 
KELLty Y. SIDDALL 
The Procter & Gamble Company, Cin- 
cinnati 
OtrMar A. WALDOW 
National Bank of Detroit, Detroit 


San 


Company, 





Contents for 


The Controller, February, 1947 


February, 1947 


Introducing This Month’s Authors 
Editorial Comment—A. R. T..... 


Organization for Effective Profit 
Control .... By D. M. Sheehan 


Some Economic Problems of Cap- 
ital Goods Producers......... 
5 Wisi oases By Oscar E. Kiessling 


The Federal Reserve vs. Inflation- 
ary Pressures 
....By Kenneth Lewis Trefftzs 


Cost Problems in the Steel Indus- 
a Ne By Edward J. Hanley 


A Simple Accounting and Cost 
Control for Small Manufactur- 
ing Companies 
areca lpi tee By M. W. Morris 


Establishing Effective Supervision 
: Nistiniee al ee Aa By Roy Walls 


Trends in Corporate Reports to 
Stockholders 


Scanning the Controllership Scene 


Thawing the Frozen Price of Brains 
By Clinton Davidson, Jr. 


Reviews of Recent Publications. . 


Personal Notes About Controllers 


Institute Activities 


Meetings of Controls 


New Members Elected 


Page 


60 


62 


67 


70 


76 


79 


82 


86 


96 


100 








DATES AHEAD 


changes may be made. 


THIRTEENTH EASTERN SPRING 
CONFERENCE 
March 16-18, 1947 

Hotel Statler, Washington, D. C. 


NINTH MID-WESTERN 
CONFERENCE 
May 18-20, 1947 
Wm. Penn Hotel, Pittsburgh 
FRENCH LICK CONFERENCE 
June 13-14, 1947 
Cincinnati-Dayton-Indianapolis 
and Louisville Controls 


| February, 1947 
| February 4—Twin Cities 
February 5—Bridgeport 


Quad Cities 
February 10—Kansas City 


nati, Cleveland, Milwaukee 


igan 
February 13—-Dayton, Toledo 


Syracuse 
February 19—Pittsburgh 


cisco 
| February 21I—Los Angeles, Portland 
February 24—Birmingham 


ton, St. Louis 
February 26—Louisville, Rochester 
February 27—Indianapolis, Seattle 


March, 1947 


March 4—Chattanooga, Twin Cities 
March 5—Bridgeport 


Cities 
| March 10—Kansas City 


| Cleveland, Milwaukee 
March 12—Baltimore, Western Michi- 
gan 


ledo 
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March 18—New Orleans, 
Syracuse 
March 20—San Francisco 
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Springfield, 
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Indianapolis, 


| the Los Angeles Control for March. 





All dates are listed as scheduled at time 
of publication of this issue. Subsequent 
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February 11—Boston, Buffalo, Cincin- 


February 12—Baltimore, Western Mich- | 
| February 18—New Orleans, Springfield, 


| February 20—New York City, San Fran- 


February 25—Atlanta, Chicago, Dallas, 
Detroit, District of Columbia, Hous- | 


March 6—Hartford, Philadelphia, Quad 


March 11—Boston, Buffalo, Cincinnati, | 


March 13—Dayton, New York City, To- | 


March 25—Atlanta, Dallas, Detroit, Dis- 
March 26—Houston, Louisville, Roches- 
Se- | 


At the time this issue went to press, | 
| no definite meeting date had been set by | 
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209 WEST JACKSON BOULEVARD 





CHICAGO 6, ILLINOIS 





60 


The Controller, February, 1947 





- Introducing This Month’s Author 








Clinton Davidson, Jr., (““Thawing the Frozen 
Price of Brains,’ page 86), is economist for 
Fiscal Counsel, Inc., New York, advisors to 
industry on capital acquisitions and negotiators 
in the purchase, 
sale and merging 
of businesses. Mr. 
Davidson has had 
a long and practi- 
cal experience 
with corporation 
problems _ involv- 
ing taxes, finances 
and those which 
come under the 
general head of 
economics, and 
also with the com- 
parable problems 
of the individual 
owner and large 
shareholders. 

Mr. Davidson 
began his career as an economist in the service 
of William H. Combs & Company, a stock ex- 
change company, in 1938. Two years later he 
assumed a similar capacity with Glore, Forgan 
& Company, but in 1942 he was invited by 
Harding College, of Searcy, Arkansas, to be- 
come head of its Department of Business Ad- 
ministration. In 1944 he was named Director 
of Economic Research of the college. While at 
Harding College, he conducted a weekly radio 
program over a chain of radio stations on 
which, with Dr. George S. Benson, president 
of the college, he discussed and analyzed eco- 
nomic developments and current issues. 


Carlyle Studios 





MR. DAVIDSON 


A native of Whitman, Massachusetts, E. J. 
Hanley (‘Cost Problems in the Steel Indus- 
try,” page 74) graduated from Massachusetts 
Institute of Tech- 
nology, with the 
degree of Bache- 
lor of Science in 
Mechanical Engi- 
neering, in 1924, 
and from _ the 
Graduate School 
of Business, Har- 
vard University, 
with a degree of 
Master of Busi- 
ness Administra- 
tion, in, 1927. 
Thereafter he was 
employed by the 
General _ Electric 
Company, from 
1927 to 1936, on 
the staff of the Works Accountant, Schenectady 
Works, as assistant to the assistant general 
auditor, Works Accounts, and as assistant su- 
perintendent, Wire and Cable Department. 

Mr. Hanley went to Allegheny Ludlum Steel 
Corporation in 1936 as secretary, was elected 
treasurer in 1941, and vice-president in 1946. 
He is a member of the board of directors of 
the Pittsburgh Control, Controllers Institute. 


Rembrandt Studios 





MR. HANLEY 


Mr. Kiessling (“Some Economic Problems 
ef Capital Goods Producers,” page 67) was 
successively economist, university lecturer, edi- 
tor and director of economic investigations 
conducted by government. During the thirties 
he was editor of the Minerals Yearbook of the 
United States; director of studies on the im- 
pact of technologic progress on the economy, 
conducted for the National Research Project; 
and served as a member of government boards 
and committees. He is the author of about 75 


original papers, published in the trade press, 
and as government documents. 

Aside from business and economic studies, 
Mr. Kiessling’s principal interests are farming, 
football, and the 
improvement of 
educational stand- 
ards in rural Vir- 
ginia, where he 
resides (R. F. D. 
2, Falls Church). 
A native of Wis- 
consin and a grad- 
uate of the Uni- 
versity of Wiscon- 
sin, from which 
he received both 
the A.B. and A.M. 
degrees, Mr. Kies- 
sling was a lec- 
turer on mining 
economics during 
three different pe- 
riods, between 1930 and 1938, at American 
University. 





MR. KIESSLING 


M. W. Morris (“A Simple Accounting and 
Cost Control for Small Manufacturing Com- 
panies,’ page 76), assistant treasurer of E-Z 
Mills, Inc., Car- 
tersville, Georgia, 
is a native of Au- 
gusta, Georgia, 
who, after ten 
years of account- 
ing experience, 
entered public ac- 
counting with the 
firm of Ernst & 
Ernst, in their At- 
lanta offices. A 
certified public ac- 
countant of the 
state of Georgia 
(1929), he has 
been associated 
with his present 
organization for 
thirteen years, being responsible for the firm’s 
general accounting and cost records in both of 
its northern and southern plants. Mr. Morris 
is currently serving as president of the Chatta- 
nooga Control of the Controllers Institute of 
America, in which he holds certificate number 
2,619. Mr. Morris lent his support to the or- 
ganization of the Atlanta Control of The In- 
stitute, three years ago, and during the past 
year arranged a joint meeting, in Cartersville, 
of the Chattanooga and Atlanta Controls. 





MR. MORRIS 


D. M. Sheehan (“Organization for Effective 
Profit Control,” page 64) graduated from 
Washington University’s School of Business 
Administration in 1925, and then was on the 
staff of Haskins 
& Sells, certified 
public accountants, 
in their St. Louis 
office prior to, join- 
ing Monsanto 
Chemical Com- 
pany in 1936. Mr. 
Sheehan is a cer- 
tified public ac- 
countant (Mis- 
souri and Ten- 
nessee) and is a 
member of the 
American Institute 
of Accountants and 
the Controllers In- 


MR. SHEEHAN 





stitute of America. A past president of both 
the St. Louis Certified Public Accountants and 
the St. Louis Control of the Controllers In- 
stitute, Mr. Sheehan has served The Institute 
as a vice-president, and from 1943 to 1946, 
as a member of the National Board of Di- 
rectors. Mr. Sheehan is a member of the 
Board of Directors of Manufacturers’ Bank 
and Trust Company of St. Louis, and the Boys’ 
Club of St. Louis. He has written several 
articles for various chemical and other maga- 
zines on accounting and financial subjects and 
has contributed a chapter on chemical industry 
accounting for a book on accounting systems, 


With the belief that sound training in ac- 
counting furnishes the best background for an 
understanding of business, Kenneth Lewis 
Trefftzs (“The 
Federal Reserve 
vs. Inflationary 
Pressures,” page 
70) graduated as 
an accounting ma- 
jor from the Col- 
lege of Commerce 
of the University 
of Illinois before 
earning his Ph.D. 
in economics there. 
While a graduate 
student he also 
served as assistant 
economist to the 
Committee on 
Banking Research 
of the Illinois 
Bankers’ Association. After teaching economics 
at the University of Illinois and at Carnegie 
Institute of Technology, he is now head of the 
Department of Finance at the University of 
Southern California. 

He has written widely in the fields of bank- 
ing and finance, his articles having frequently 
appeared in Barron’s, the Journal of Political 
Economy, the Bankers’ Magazine, and others. 
Among the titles are: ‘Statutory Regulations 
of Loans to Directors of Commercial Banks,” 
“Appreciation Possibilities in Bank Stocks,” 
“A War-Time Investment Program for. Com- 
mercial Banks,”’ and “Regulation of Loans to 
Executive Officers of Commercial Banks.” 

His second book, “Mathematics of Business 
and Accounting,” is now being published by 
Harper and Brothers, and his manuscript on 
investments is scheduled for publication in 
1948. 





MR. TREFFTZS 


After graduation, in 1931, from Ohio Wes- 
leyan University, where he majored in business 
administration, Roy Walls (“Establishing Ef- 
fective Supervi- 
sion,” page 79) 
joined the Seal- 
right Company at 
Fulton, New York, 
and worked in 
production, | sales, 
administration and 
personnel phases 
of that company’s 
activity. Mr. Walls 
joined the Bridge- 
port Brass Com- 
pany in 1942 as 
General Office 
Manager, dealing 
primarily with per- 
sonnel. He is a 
past president of 
the Syracuse chapter of the National Office 
Management Association, and a director of the 
Bridgeport chapter of N. O. M. A., and is 4 
member of the Planning Council of the Office 
Management Division of the American Mat- 
agement Association. 


& 





MR. WALLS 
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a in Pies through the individual state units of CCH’s State Tax Reports, is 
swift, accurate, dependable reporting of unfolding state and local tax 
iness changes for each one of the forty-eight states and the District of Columbia. ’ 
Fast, frequent, continuing issues keep subscribers constantly posted on all 
significant state tax developments, including new laws, amendments, 
regulations, rulings, court and administrative decisions, return and report 
forms, and the like. Coverage is complete to the “Nth” degree. Everything 
important or helpful in the sound and effective handling of corporate or 


individual state taxes and taxation is reported promptly, fully, faithfully. 
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Controllers’ Part in Abolishing Double Taxation 
Speman: proposals have been received by the Bu- 


reau of Internal Revenue for reporting of certain 
corporate income tax return figures to be used in cal- 
culating credits under the Double Taxation Conven- 
tion recently entered into by Great Britain and the 
United States. 

Under this Tax Convention it is provided that the 
United Kingdom will allow a credit against their tax 
for any United States tax paid with respect to income 
taxable in the United Kingdom. In cases in which the 
income consists of dividends paid by a United States 
corporation, the credit will take into account the 
United States income tax imposed on such corporation 
in respect to its profits. 

The British taxing authorities are now working out 
the details with the Bureau of Internal Revenue, and 
their proposals have to do with the particulars of in- 
come and United States tax liability of United States 
corporations. The proposed questions are designed to 
elicit the information which the United Kingdom rev- 
enue authorities need in order to determine the average 
rate of United States income tax, including surtax, ap- 
plicable to the profits of a United States corporation for 
the purpose of allowing credit for United States tax. 

The United Kingdom Revenue authorities determine 
the rate of United States tax paid by a corporation on 
its profits by dividing the tax paid direct plus the tax 
applicable to ordinary dividends received from other 
corporations, by the total profits of the corporation 
deemed to be available for distribution. 

The Committee on Federal Taxation of The Control- 
lers Institute of America has been invited by the Bureau 
of Internal Revenue to give its views concerning the 
form and extent of the report to be made to the United 
Kingdom authorities, and a sub-committee of The In- 
stitute’s Committee will by the time this appears in 
print have studied the proposals and conferred with a 
special deputy commissioner of the Bureau of Internal 
Revenue. 

This is a service which The Controllers Institute per- 
forms gladly. It is in line with similar services rendered 
in past years at the request of the Treasury Department. 
62 


Comment 


Controllers’ Recommendations Concerning Revenue Legis- 
lation 


wv of The Controllers Institute of America 
received in mid-January copies of the recom. 
mendations compiled by its Committee on Federal Tax- 
ation with respect to changes in and additions to the 
Federal Revenue Code which it deems desirable. These 
recommendations were placed in the hands of the Sen- 
ate Finance Committee, the House Committee on Ways 
and Means, the Treasury Department, and the Joint 
Committee on Internal Revenue Taxation. 

Twenty-one recommendations were made, under 
these titles: : 


I. Dividends from One Domestic Corporation to An- 
other Should Be Entirely Exempt from Income Tax. 


Il. The 2% Penalty for Filing Consolidated Income 
Tax Returns Should Be Removed. 


III. The Net Loss Carry-Over Should Be Extended to 7 
Years. 


IV. Tax Benefit Rule for Depreciation and Depletion. 
V. Deductibility of Retroactive Wages. 

VI. Allow more Latitude in Accruals. 

VII. More Liberal Depreciation Policy. 


VIII. Extend the Limitation Period Under I. R. C. Sec 
tion 322(b) (3) for Transferees where Waivers Are 
in Effect. 


IX. Limitation upon Commissioner's Authority to Grant 
Refunds. 


X. Treat Transferee in a Non-Taxable Reorganization 
or Liquidation in .All Respects as the Continuation 
of the Transferor. 


XI. The Adjustments for Dividends Received and De- 
pletion Now Required in the Ascertainment of the 
Net Operating Loss Deduction Should Be Revised. 


XII. Section 129 Should Be Repealed. 

XIII. Base Period Adjustment for Pension Trust Deduc 
tions. 

XIV. The Interest Rate on Refunds and Deficiencies 
Should Be Reduced. 


XV. Involuntary Conversions. 
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XVI. Capital Gains and Losses. 


XVII. Losses on Substantial Investments in Affiliated Com- 
panies. 
XVIII. Foreign Trade Corporations. 
XIX War Loss Recoveries. 


XX Basis of Properties Received Upon Complete Liqui- 
dation of Another Corporation. 


XXI_ Deductibility of Excise Taxes. 


It will be noted that many of these recommendations 
relate to procedures. The Committee takes no stand as 
to rates of taxation, as it deems these to be outside its 
scope as a technical organization. 

The Institute’s recommendations in the past, because 
they did confine themselves to technical matters and 
the correction of inequities which had manifested them- 
selves and the smoothing out of impractical provisions 
of the law, have been given careful consideration by 
Congress, and many of them have been adopted. 


Policing the Breakeven Point 


jae is a period during which reduction of ex- 
penses, and close cost controls, are imperative for 
the successful conduct of a given business. The prob- 
lem revolves around the breakeven point—something 
which is not fixed, in spite of its name. It moves 
around as various factors change—costs, volume, 
prices. The breakeven point is the point at which costs 
and sales are equal. The need of policing and controll- 
ing this elusive breakeven point is apparent. The suc- 
cessful management is the one which, listening to its 
controller and his reports on the movements of the 
breakeven point, adjusts its prices and volume to keep 
pace with its fluctuations. 

With large increases in business the tendency is to 
become complacent, and to permit increases in fixed 
costs without taking into consideration the change that 
takes place in the breakeven point as a result. This 
series of changes in the breakeven point evidently is 
what inspired Sidney R. Hill, budget supervisor of 
Cribben & Sexton Company of Chicago, to refer to it as 
the “volume flea.” Keeping up with that “flea” in- 
volves vigilant and relentless policing, always remem- 
bering that a breakeven point based on the optimism of 
good years may not be feasible for lean years, and in 
comparison with the progress of the industry. We are 
indebted to W. C. Davis, vice-president and treasurer 
of the company mentioned above, for directing atten- 
tion again to these basic truths. He thinks our economy 
is badly bitten by the “volume flea.” 


So, Let’s Define Work-Week 


a. enacting the Wage and Hour Act, as it is popularly 
known, in 1938, Congress did not define what con- 
stitutes a work-week, or work-day. It was not felt to 
be necessary to definite it, as there was common under- 
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standing, based on customs and practices in various 
industries, as to what it includes. It was generally un- 
derstood to be the time in which an employee does pro- 
ductive work for his employer. Then came labor con- 
tracts in which that principle was enunciated and 
included in the covenant. But the Supreme Court wiped 
that principle out. 

Changing the rules while the game is in progress 
keeps everybody guessing and is bound to hurt some- 
one. 


Covers Large Subject in Compact Form 


rE is a privilege to present in this issue the paper which 
Mr. Daniel M. Sheehan delivered last spring before 
the Eighth Annual Institute of Accounting at Ohio State 
University, on ‘Organization for Effective Profit Con- 
trol.” Mr. Sheehan is at home in this field, and his pa- 
per deserves careful reading. He has covered a large 
subject in compact form. The reader obtains the benefit 
of learning the procedures evolved by experience, of 
one of this country’s largest and most successful busi- 
nesses. 


Making Bookkeeping Easy for Small Business 


9 wk West public accountants are traveling from 
office or store, door to door, in an especially 
equipped truck, performing services for small busi- 
nesses. The accounting firm which sponsors the idea 
takes the books no further from the office than to 
the truck-office, waiting outside. It is employing ex- 
G.I.s to do the work. Each truck serves about 35 cus- 
tomers, making several calls on various companies each 
day. Visits are timed once a week or at longer inter- 
vals. The work is about evenly divided between keep- 
ing books and making up reports—taxes, payrolls, 
credit ratings and financial statements. It is interesting 
to note that no controllers are included in the truck 
personnel. 


More About OPA Forms A and B 


is reliably reported that Forms A and B as used by 
the Office of Price Administration are to be con- 
tinued for selected groups of companies in various in- 
dustries, the filing to be with the Federal Trade Com- 
mission, which will issue reports by about 98 industry 
groups. Some minor changes are to be made. 

One controller pointed out that the trouble, as he 
expressed it, with OPA, was that it just used this in- 
formation for its own purposes, “and the reporting 
companies got nothing in return.” He added that he 
would be glad to file the reports with the Federal 
Trade Commission if it puts out releases as indicated, 
which should provide some worthwhile industry com- 
parisons. 

It would be interesting to have the opinions of con- 
trollers generally on that point. ye) Ve 








As we begin our discussion of this sub- 
ject let us first define what is meant by 
“Organization for Effective Profit Con- 
trol.’”” As I visualize it, this means an or- 
ganization so constituted and operations 
so planned that effective control can be 
exercised over all activities of the com- 
pany to the end that the maximum of 
profits will be attained for the capital in- 
vested. 

The activities of every individual con- 
nected with an enterprise have their ef- 
fect, in one way or another, on the profit 
results since the results of all activities 
are, in the final analysis, reflected in dol- 
lars and cents in the profit and loss state- 
ment. Accounting comes into the picture 
in measuring the effectiveness of the in- 
dividuals and the activities of the enter- 
prise. 

No amount of accounting control, 
however, can be effective unless there is 
proper organization throughout the en- 
tire company. In my opinion, proper or- 
ganization comprehends the placing of 
the responsibility for certain definite ac- 
complishments on various individuals, 
with a clear line of demarcation between 
the duties and the responsibilities of each 
individual. Needless to say, with this re- 
sponsibility should go the authority to 
discharge the duties assigned. All of 
these activities must be coordinated to in- 
sure a smooth-working organization. 

The type of organization depends to a 
great extent upon the size and kind of 
business. There are, however, certain fun- 
damental divisions which are more or 
less basic with every enterprise. These 
fundamental divisions are sales, produc- 
tion, research, finance, and accounting. 

Each of these broad divisions should 
be headed by a man charged with the re- 
sponsibility of seeing that all the activi- 
ties of his particular field contribute to 
the success of the enterprise. Over all of 
these, of course, should be the executive 
management consisting of the president 
or executive committee, as the case might 
be, whose duty it should be to establish 
broad, general policies for the company ; 
to approve the over-all plans of the en- 
terprise, and to coordinate the activities 
of the various divisions of the company 
to insure that the policies are successfully 
carried out and the planned results at- 
tained. 

The executive management is respon- 
sible to the Board of Directors which has 
the primary responsibility to the owners 


Organization for Effective 
Profit Control | 


By D. M. Sheehan 


to see that the operations of the business 
provide a reasonable return on the capital 
invested. 

The executive in charge of sales has 
the responsibility for selling the products 
of the company at prices which will yield 
the desired profit. The person in charge 
of production has the responsibility for 
manufacturing, at the lowest possible 
cost, the products which are to be sold. 
The research director is charged with the 
responsibility for developing new prod- 
ucts and processes, and for improving 
present products. The chief financial ofh- 
cer has custody of cash and securities, 
and other financial duties. The chief ac- 
counting officer is responsible for all ac- 
counting matters of the company. .Upon 
this executive falls the major portion of 
the task of administering the plan for ef- 
fective control through accounting. This 
constitutes one of his most valuable con- 
tributions to management. 


ACCOUNTING RESPONSIBILITY 


The first responsibility of the chief ac- 
counting officer, or let us call him the 
comptroller, is to have an adequate, in- 
telligent organization and a good ac- 
counting system. This is fundamental. 
While there are various ways of organiz- 
ing an accounting department, one effec- 
tive way is to organize it along functional 
lines; by this I mean a general accounting 
section, a cost accounting section, a prop- 
erty accounting section, a budget section, 
and internal auditing section, and so on, 
with a qualified person in charge of each 
section. Here again the element of re- 
sponsibility enters into the organization 
in that each department head is respon- 
sible for the proper functioning of his 
particular section. Whether these func- 
tions should be centralized in one loca- 






tion depends to a large extent on the 
size of the company and how widespread 
its operations may be. Personally, I am 
a proponent of centralized accounting; 
my experience has been that it provides 
better control for management. To in- 
sure the success of any plan for effective 
control, the comptroller must have the 
cooperation and whole-hearted support 
of the executive management. 

A system of effective control involves 
the forecasting and planning of all the 
activities of the business in such a way 
that the capital invested, the maximum 
return on such capital, the sales volume, 
the production, and other costs are all 
brought into proper relationship. When 
the plan is formulated a means must be 
devised to insure attainment or realiza- 
tion of the plan. This “means” we call 
budgetary control, which is the tool by 
which the comptroller provides manage- 
ment with information showing how 
closely the actual results compare with 
the original plan. 

In other words, through forecasting 
and budgetary control, the management 
is able to inform each responsible indi- 
vidual what it expects of him in his par- 
ticular activity and to determine at a later 
date how he is performing. If he is fail- 
ing to meet expectations, the management 
can promptly determine the reason and 
take the necessary steps to correct the 
situation. The formation of a plan re- 
quires careful forethought and the joint 
cooperation with the comptroller of the 
entire management group of the com- 
pany. The burden of the work naturally 
falls to the accounting department in pre- 
paring and furnishing the necessary fore- 
casts and accounting information, which 
are the backbone of this plan. 

The forecast of sales is the most im- 
portant element of the plan because sales 








CONTROL IS IMPORTANT | 


Be the company large or small it must have, to insure profitable operation, 

sound plans for forecasting its cash position, earnings, required additional in- 

| vestment, and the like. But it must also have, emphasizes Mr. Sheehan, who pre- 

sented this paper before the Eighth Annual Institute of Accounting at Ohio 

| State University, “the means of controlling these factors—principally by good 

accounting and the measurement of investment of funds on the basis of profit 

return on such investments. Such a company,” he concludes, “has an organiza- 
tion which can effectively control its profits.” 


—THE EDITOR 
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represent the source from which the in- 
come of the company is derived. The 
forecast of all the other activities of the 
company must be made in relation to the 
sales forecast. For instance, the amount 
to be expended on new facilities depends 
upon the demand for the products to be 
manufactured. If the sales demand ex- 
ceeds the production capacity of the plant 
and expended facilities are required 
which will cost in excess of the available 
capital, additional financing is indicated. 
The plan of production must be related 
to the estimated sales. The expenses of 
all departments must be paid out of the 
revenue derived from sales and, conse- 
quently, the budgets for these depart- 
ments must be restricted to an amount 
which will leave as profit enough of the 
sales dollar to yield the required or 
planned return on the capital invested in 
the business. 


SALES FoRECAST FACTORS 


A great many factors enter into the 
consideration of the sales forecast, such 
as market analyses, general business 
trends, conditions within the industry, 
trend of prices, competition, prospective 
requirements of large customers, and the 
productive capacity of the plant. Past per- 
formance, while not in itself a basis for 
an accurate forecast, furnishes a depend- 
able guide along with the other factors 
mentioned. The over-all sales forecast is 
a composite of the forecasts of each terri- 
tory or zone, which in turn is made up of 
the estimate of sales for each individual 
salesman. 

When the sales forecast has been com- 
pleted and agreed upon by the executive 
in charge of sales, it becomes a measur- 
ing stick or gauge by which the results of 
the selling activities can be measured and 
controlled. For example, if the sales of 
any particular product do not measure up 
to the forecast or emg sales, the sales 
manager must explain this difference. He, 
in turn, has passed on responsibility to 
assist sales managers and others, down to 
the individual salesmen for the sale of 
products in certain territories, for the sale 
of particular products, and so on. In this 
way it can readily be determined where 
and why the sales have not come up to 
expectations. It is, of course, of no value 
to have this information unless some ac- 
tion is taken; therefore, it is incumbent 
upon the responsible person to devise 
ways and means to institute corrective 
measures, so that his part in the over-all 
plan is adhered to. 

Further, a review of the actual sales 
will indicate whether the forecasted sales 
prices are being obtained and, if they are 
not, reasons must be advanced by the re- 
sponsible parties. All this information 
must be brought to the attention of the 
management by the comptroller through 
informative and constructive reports. 


PRODUCTION FORECAST 


After the sales forecast, the next im- 
portant item is the determination of the 
production plan or forecast. Having de- 
termined the price at which the products 
may be sold, it is essential that the pro- 
duction costs of these items be such that 
the gross profit will be sufficient to ab- 
sorb the other costs of the business and 
leave the required net profit. The execu- 
tive in charge of production, who has the 
primary and over-all responsibility, dele- 
gates certain responsibilities to a plant 
manager who, in turn, departmentalizes 
his plant to the extent needed to effec- 
tively control the various operations. This 
can be done by dividing the plant into 
cost centers. These cost centers are usually 
comprised of production departments as 
well as the various service departments of 
the plant. 

A budget, which embraces all the ele- 
ments of cost within the section, is pre- 
pared for each service department in the 
plant. It is then the responsibility of the 
department head to either operate within 
his budget or be prepared to explain why 
he has been unable to do so, and be ready 
to suggest corrective measures. 

Standard or budgeted costs are estab- 
lished for all products. There are various 
types of cost standards and it is not my 
intention at this time to enter into a dis- 
cussion of the different types. Regardless 
of the type of standards used, the primary 
purpose is the planning of production 
costs in order to have a gauge by which 
the actual cost can be measured. Ade- 
yp cost reports must be prepared by 
the accounting department to show the 
responsible persons wherein the actual re- 
sults fail to meet the planned objective. 

It frequently happens that because of 
the sales department's failure to meet its 
forecasted sales, certain departments or 
plants do not operate at the planned ca- 
pacity; and hence, through no fault of 
the production or plant manager, the 
standard or budgeted costs are not at- 
tained. Through the use of standards 
computed at various levels of production, 
the portion of the variances between 
planned standards and actual costs, due 
to the inefficiencies of the production de- 
partment and the portion due to failure 
of the sales department to sell the fore- 
casted volume, can be ascertained. For 
example, if the sales forecast compre- 
hends plant operation at full capacity, the 
standard cost at the capacity level can be 
established. Standards can also be estab- 
lished at various lower levels of produc- 
tion. If a department does not operate at 
full capacity, the actual results can be 
compared with the standard cost at the 
actual level of production; the variance 
between the actual cost attained and this 
standard represents the inefficiency of the 

roduction department. The difference 
tween the capacity standard and the 
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standard for the actual level of produc- 
tion represents the loss which is due to 
the sales department’s failure to meet its 
quota. 

In addition to the responsibility for the 
sales of the company, the executive in 
charge of sales has the responsibility for 
keeping his selling expenses as low as 
possible while yet attaining the forecasted 
sales. He, therefore, delegates responsi- 
bility to assistant sales managers in charge 
of certain territories and branch offices. 

li of these individuals should have 
budgets of selling expenses planned with 
the idea that each person is responsible 
for the expenses incurred by him and by 
those under his supervision. The account- 
ing records should be so arranged that 
the actual expenses are accumulated for 
each selling group in the same manner 
that they are ‘tee sna Periodic reports 
should be made to the sales manager 
showing the actual expenses incurred as 
compared with those budgeted. He should 
use these reports in controlling the ex- 
penses for which he is accountable. 


RESEARCH Costs 


The research activities of the company 
can also be controlled through the use of 
budgets. After the executive management 
has established the amount which can be 
spent on research—dependent to a great 
extent on the forecasted sales—the te- 
search director, with approval of the 
management, can forecast or budget the 
amount to be spent on individual re- 
search projects. The actual expense can 
be compared with the budgeted amount 
and the research director can be held ac- 
countable for any expenditures in excess 
of those allowed him. 

Other departments, under the financial 
and administrative categories, necessary 
in an organization are the accounting, the 
legal, the purchasing, the executive ad- 
ministration, and so on. The organization 
should be so constituted that the indi- 
viduals responsible for the several func- 
tions of such departments are charged 
with the expenses incurred by them in 
the performance of their particular as- 
signments. The budgeted expenses for 
these departments can also be determined 
and the directors of such departments 
held to strict accountability for adhering 
to their budget allowances. 

A forecast or plan does not of itself in- 
sure profitable operations, neither do the 
reports issued by the comptroller show- 
ing the comparison of the actual results 
with the forecast, unless these reports are 
used by the management as a sane for 
action. 

If the plan is intelligently and care- 
fully prepared and closely followed by 
the management, it can be a means of in- 
suring a successful enterprise. To illus- 
trate, let us assume that a complete fore- 
cast has been prepared and that the esti- 
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mated profit for the ensuing year does 
not show an adequate return on the 
money invested. It is necessary to study 
and analyze all of the factors entering 
into the forecast to see what can be done 
to increase the profit to the desired 
amount. The sales forecast can be re- 
viewed to see whether it is possible to in- 
crease the revenue of the company. All 
costs, including manufacturing costs and 
the various expenses, must be reviewed 
with the persons responsible for the vari- 
ous departments and the expenses must 
be pared down to the desired level. In 
other words, the management can plan 
its operations in such a way that econo- 
mies can be instituted and costs and ex- 
penses limited to an amount which will 
insure that the proper return is obtained. 
It is far better to do this in advance than 
to wait until the end of the period and 
then find that the profits are not sufficient 
to pay a reasonable return to investors. 


INVESTMENT 


I have mentioned at various times fac- 
tor of return on the investment in the 
business. I have had in mind the over-all 
return to the owners of the business on 
the total capital they have invested. In or- 
der to control this over-all return, how- 
ever, it is important that the management 
of a company keep this factor in mind 
when considering how to invest the 
funds of the business, so that the final re- 
sult of the expenditure will show an ade- 
quate return on the investment. It is pos- 
sible that it may be desirable, or even 
necessary, to invest funds which in them- 
selves will not directly return an ade- 
quate profit, but which will assist in some 
other way to the end that the business as 
a whole will be adequately rewarded. 

In the case of a company engaged in 
manufacturing, the basic item to be con- 
sidered is the investment to be made in 
plant and manufacturing facilities. This 
investment must bring, through the sale 
of the manufactured goods, a proper te- 
turn on the amount invested. 


REALIZED Net INCOME 


When I speak of this return on the in- 
vestment in a particular project, I am fe- 
ferring to the realized net income after 
the deduction of all charges—selling, ad- 
ministrative, research, income taxes, etc. 
—and to the relationship of this amount 
to the funds invested. The investment in- 
cludes not only the amount to be ex- 
pended for the plant but also, in the case 
of a plant extension for the production 
of goods, a proportionate amount for 
service facilities used by the plant and an 
adequate sum for working capital. 

In order that we may have a clear un- 
derstanding of my conception of the 
computation of the return on investment 
in a manufacturing plant, let us assume: 
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The contemplated plant extension 

will cost $100,000.00 
This will result in additional serv- 

ice facilities (required either 


now or later) of 40,000.00 
And will require additional work- 
ing capital of 30,000.00 


A total required investment of $170,000.00 


After consideration of the sales to be 
obtained from this new plant extension; 
the cost of production, administration 
and selling; the research expenses appli- 
cable to this plant; and all other items 
including income taxes, the annual esti- 
mated realizable profit has been carefully 
computed to be $34,000, or an annual re- 
turn of 20 per cent on the investment of 
$170,000. 

In an industry such as the chemical in- 
dustry with its well-integrated manufac- 
ture, the previous investment in a product 
to be used in the manufacture of the 
product for which the investment is made 
should also be considered in the determi- 
nation of the total required investment 
for the latter product. 

The comptroller should assiduously 
check to be certain that the additional es- 
timated amounts, used in the calculation 
of the required investment, are reason- 
ably accurate and the profits realized 
from the investment are as planned. 

One of the most pertinent ratios which 


Companies Are 
“Measured 


‘‘Measured daywork,” an incentive plan 
utilizing job evaluation and merit rating, 
is being critically studied by industry, 
according to the National Industrial Con- 
ference Board. Production, major indus- 
trial war objective, is rapidly being sup- 
planted by peacetime consideration of 
costs. With material and labor costs in- 
creasing, Many companies are recogniz- 
ing the necessity of reviewing and reor- 
ganizing their payment plans to promote 
greater efficiency. 

In measured daywork, factors such as 
complexity, skill, responsibility, work 
conditions, physical and mental demands 
of the job are measured. Then, after 
evaluating each job, and determining its 
value and prevailing pay rates for sim- 
ilar work in the area or within the com- 
pany, a base rate of pay is established for 
the specific job. 

Many believe that production alone is 
not a measure of the true worth of the 
employee to the company. The expense 
of additional compensation depends 
upon normally employee-controlled fac- 
tors: production, the — of that pro- 
duction, versatility and dependability. If 
the employee meets the standard of each 
factor, he is given thé maximum pay for 
that job; if he does not, his extra com- 


can be developed is the percentage rela- 
tionship of the total net income of a com- 
pany to the total investment in the com- 
pany, represented by its capital stock and 
surplus. If a company is capable of main- 
taining this ratio at a proper level, it 
need have no fear of having to close its 
doors for lack of adequate profit. 

By reason of greatly increased income 
taxes and mounting costs as a result of 
the war, it has been difficult for com- 
panies to realize a satisfactory return dur- 
ing the past several years, but I am confi- 
dent that eventually business can again be 
operated so that a desirable return on in- 
vestment will be possible of attainment. 

In my opinion, if a company, large or 
small, manufacturing a product for which 
there is adequate present or potential de- 
mand, has a plan for operation which 
comprehends the forecasting of its cash 
position, its earnings, its required addi- 
tional investment in plant facilities and 
other items; and if it has at hand the 
means of controlling these’ factors—prin- 
cipally by good accounting and the meas- 
urement of investment of funds on the 
basis of profit return on such investments 
—there is every reason to believe it will 
be successful. Such a company has an or- 
ganization which can effectively control 
it profits. 


Found Studying 
Day work” 


pensation is in accord with his perform- 
ance. The amount of extra compensation 
varies from 15 per cent. to 25 per cent. 
of the total measured-day rate. Some 
employers believe in a high base rate with 
a low incentive, while others set a rela- 
tively lower base rate and a higher in- 
centive. 

Records are kept of the employee's 
production, quality, waste, and other 
achievements per work assignment. The 
worker’s capacity for growth or knowl- 
edge and his various abilities are made 
part of his personal record. Information 
on depéndability, attendance, and punc- 
tuality are furnished by the foreman or 
supervisor. 

The incentive is brought about through 
periodic reviews of the employee-con- 
trolled factors. The reviews are usually 
made quarterly, depending upon com- 
pany policy, type of manufacture and em- 
ployee relations. For new employees of 
when first installing the plan, many com- 
panies find it advisable to review the 
rates every month in order to establish 
for each worker his proper differential 
in relation to the others as soon as pos- 
sible. The Conference Board found the 
mechanics of the employee ratings vaty 
widely 
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Some Economic Problems of 
Capital Goods Producers 


Knowledge of capital goods economics 
and action by capital equipment manufac- 
turers on the basis of their underlying 
common interests are comparatively fe- 
cent developments. Until the mid-thirties 
this important segment of the economy 
not only was inarticulate, but as one lead- 
ing statesman of the industry put it: ‘It 
lacked clear, cohesive thought. It was an 
amorphous, unorganized, unfocused mass. 
It didn’t know it was alive.” 

Fortunately, the work of the past ten 
years has done much to rectify this. To- 
day the capital goods industries are recog- 
nized as an inherent and vital sector of 
the national economy. Moreover, there ts 
full appreciation—even in citcles where 
economic views are left of center—that 
high production and employment are not 
possible unless there is reasonable stabil- 
ity and prosperity for those who produce 
the tools and equipment of industry. The 
writings of no less a protagonist of New 
Deal economic philosophy than Professor 
Alvin Hansen admit that a major reason 
why counter depression measures failed 
was because they did not recognize there 
could be no substantial nationwide re- 
covery without adequate recovery in cap- 
ital goods production. 

The change in public perspective on 
the capital goods industries was an as- 
tounding accomplishment of the past dec- 
ade. Of equal importance, however, has 
been the growth in economic knowledge 
of manufacturers themselves. Through the 
Machinery and Allied Products Institute, 
which is a federation of trade organiza- 
tions whose members produce capital goods, 
executives of capital goods companies have 
personally given large amounts of time 
to study and discussion of serious eco- 
nomic questions. This has produced im- 
proved understanding within the indus- 
try of the meaning of economic develop- 
ments. It has also led to the formulation 
of sound policy recommendations on ques- 
tions that are of greatest importance to 
heavy goods producers. Because these rec- 
ommendations have been well thought 
out and integrated with the interests of 
the entire economy, they have been in- 
creasingly accepted by policy-making of- 
ficials, 

These remarks should not be construed 
to imply that we, in the Machinery In- 
stitute, believe the major task has been 
accomplished. On the contrary, it is our 
view that the problems of the past—im- 
portant as they have been—were in the 


By Oscar E. Kiessling 


nature of preliminaries, and that the main 
bouts are now coming up. The questions 
which already loom ahead are more com- 
plex and the potential economic pressures 
vastly greater than anything heretofore 
experienced. To deal with them effectively 
will require all of the capacity for con- 
structive thought and action the capital 
goods industries can bring to bear. The 
stakes are high; the price of failure catas- 
trophic. There are profound students of 
business who feel deeply that whether 
private capitalism continues in this coun- 
try, and the extent to which it is per- 
mitted to function, is going to depend 
very largely on effective and timely action 
by capital goods producers in meeting the 
critical tests ahead. 


SPECIFIC CHARACTERISTICS 


The problems of the capital goods in- 
dustries are distinct from those of other 
segments of the economy because they 
arise from certain basic economic traits 
which characterize this branch of indus- 
trial activity. Since wise decision on a 
specific question turns on knowing these 
fundamental facts, they are cited here be- 
cause of their bearing on what is said 
later. 

The specific characteristics which dis- 
tinguish the capital goods industries in 
the aggregate from those producing con- 
sumer goods are as follows: 


1. They are subject to extreme cyclical fluctua- 
tions. The heights are greater and the 
troughs lower than. for most other branches 
of industry. They are, indeed, “feast or 
famine.” 

2. Production cycles are long, ranging from 
three months to more than a year, with 
attendant increase in risks involved in pro- 
duction. 

3. Customers may defer purchases indefinitely 


and demand depends on the prospects for 
the profitable use of capital equipment. 

. The number of potential users in the mar- 
ket is relatively small, reducing materially 
the opportunity for mass production econo- 
mies. 

. Machinery and equipment are frequently 
tailored to the needs of individual cus- 
tomers, and preparatory expenses for design 
and development are heavy. 

6. The products sold have long service life. 

7. Expenditures are frequently substantial for 

erection, installation and servicing after 
the product has left the factory. 


> 
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These distinguishing facts about the 
capital goods industries cut across all mat- 
ters involving their interests. While the 
busy company executive may forget them 
for a moment during the daily chores of 
buying and selling and hiring and firing, 
they are always present in the back of his 
head. He has learned from experience 
that problems in these industries have 
their own individuality and that public 
policies geared solely to the needs of con- 
sumer goods manufacturers will certainly 
be inadequate, and possibly harmful, from 
the taeda of his business. He has 
also learned that if his industry does not 
formulate sound views on its particular 
interests and aggressively sponsor them 
in the nation’s councils, it has its own in- 
eptitude to blame. 


INDUSTRY PROBLEMS 


I now turn to consideration of some 
of the major problems our industries face. 


An Expanding and Progressive Economy 

Above all, the capital goods industries 
must have an economy geared to progress 
and expansion. The reason for this is 
clear. Roughly one-tenth of the workers 
in industry make their living by helping 
to expand the present stock of capital 
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“STAGNATIONISM” TAKES TO COVER 


Less and less has been heard in recent years—and happily so—of those who 
declared there were no new frontiers for the United States, or capitalism as we 
know it. The depression of the Thirties encouraged the pessimistic doctrine of 
economic maturity and stagnation but the capital goods industry, challenging 
that dogma, has laid the bogey—at least for the present. There remain many 
problems for capital goods producers, nevertheless, and in this paper Mr. 
Kiessling presents them succinctly. His views were developed for the Machine 
Tool and Heavy Equipment Conference at the Fifteenth Annual Meeting of The 
Controllers Institute. The author is secretary of Machinery and Allied Products 
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goods. Another one-tenth produce replace- 
ments of capital goods items which wear 
out. Any condition which causes business 
enterprises to retard expansion or to re- 
duce replacement immediately reduces the 
demand for capital goods. More impor- 
tant, it throws millions of people out of 
. work. Thus there must be a satisfactory 
rate of capital expansion and replacement 
if we are to avoid depression. 

These are simple economic truths but 
they confront strong opposition from the 
doctrine of economic stagnation. Origi- 
nally spawned during the depression of 
the thirties, this pessimistic dogma has 
broken out of the academic cloister and 
emerged into the arena of public propa- 
ganda and practical politics by virtue of a 
campaign of governmental merchandis- 
ing. Briefly, it holds that the economy is 
senile and can no longer maintain itself 
without government support and that the 
day of industrial expansion and growth is 
past. Developments during the war are 
dismissed as temporary and fleeting phe- 
nomena and the prophets of economic de- 
bility confidently expect that industry soon 
will be ready for the oxygen tent and in- 
sist that national economic policies must 
be based on this assumption. 

Such a challenge to the welfare of the 
capital goods industries could not go un- 
answered. A defeatist philosophy, if 
widely believed, can so debilitate the in- 
dustrial machine that it helps to produce 
the very conditions it assumes. A reply 
was first given in the Machinery Institute 
pamphlet ‘Saving and Investment in the 
American Enterprise System,’ issued in 
1939. However, it was recognized that 
this initial study was not enough, for the 
concept of economic stagnation had to be 
completely repudiated lest it rise, like 
Banquo’s ghost, to haunt the road to a 
sound economy. From this realization 
came the book, The Bogey of Economic 
Maturity, which has been enthusiastically 
received throughout the country ang 
which was chosen by John Chamberlain 
as one of the five outstanding non-fiction 
books of 1945. Those who have read this 
detailed annihilation of the stagnationist 
theory will understand why it has driven 
the high priests of pessimism to cover. 

Ideas, even when fallacious, do not die 
easily, particularly when they embrace ele- 
ments of plausibility. Thus, it is too much 
to expect that the stagnationist philosophy 
will stay properly interred. Surely these 
notions will be revived—in the universi- 
ties, the press, and the councils of govern- 
ment—at the first signs of reduction in 
the current high level of industrial activ- 
ity. The capital goods industries, with 
their heavy stake in a dynamic, forward- 
moving economy, must continue to take 
the major responsibility for keeping this 
bogey laid. 


Damping of Cyclical Fluctuations 
It would be presumptuous to recount 
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for controllers the grotesque and damag- 
ing cyclical contortions of the economy 
produce in the capital goods industries. 
The serious difficulties that stem from the 
periodic rises and downswings of business 
have been encountered by all present. 
Moreover, it is taken for granted we are 
in agreement that the damping of cyclical 
fluctuations would be directly beneficial to 
all segments of capital goods production. 

Our interest in cyclical stabilization, 
however, extends beyond this and con- 
cerns the kind of economy in which we 
must live. It is fatuous to assume that the 
ptivate enterprise system, as we know it, 
will continue per se. It will survive only 
because the masses are convinced that 
the system has a rightful claim to their 
allegiance. This support can be won, not 
through breast-beating or traditional ap- 
peals to ancient loyalties, but by deeds. No 
amount of theorizing on the causes of the 
great depression of the thirties erases the 
event or makes its repetition more accept- 
able. The prevention of its recurrence is 
an imperative of economic policy and we 
must contrive to banish the spectre of cy- 
clical depressions and mass unemployment. 

The objective is clear, but the road to 
accomplishment has many bypaths that 
lead to disillusion. For example, one of 
the more common beliefs—a view re- 
flected in the original draft of the Full 
Employment Bill—is that economic sta- 
bility and full employment can be created 
by government fiat. The Machinery Insti- 
tute vigorously opposes such economic 
quackery. Thus we recommended far- 
reaching amendment of the Full Employ- 
ment Bill as proposed in a statement to 
Congress that included the following sum- 
maty on our position:1 

“If amended as suggested, (this) bill can 
mark a beginning on the long road to the 
understanding and development of govern- 
ment policy for full employment in an econ- 
omy of free enterprise. The Institute believes 
that we should make such a beginning. But 
certainly we shall get nowhere by assuming 
that the government has at present the 
knowledge and the means to enforce such a 
policy. We shall get nowhere by endowing 
our citizens with fictitious and unenforceable 
rights. By all means let the government study 
and learn to apply the difficult art-of eco- 
nomic stabilization, but let us not yield to 
the popular hysteria which demands perfec- 
tion here and now..... It promises to be 
a long time, despite our best efforts, before 
we can eliminate economic fluctuations en- 
tirely, or attain the goal to which we all 
aspire, continuous full employment in a free 
society.” 


Congress took full cognizance of these 
views in drafting the legislation as finally 
enacted. It also accepted, with qualifica- 
tions, the recommendation that a oe 
group be formed to undertake funda- 
mental investigations and to evolve con- 


1. Statement of the Machinery and Allied Products 
Institute on The Full Employment Bill of 1945 Be- 
fore the Committee on Expenditure in the Executive 
Departments, House of Representatives, October 23, 
1945, p. 21. 


structive policy recommendations regard- 
ing the economic stabilization problem. 
Such a group was established in the form 
of the recently appointed Council of Eco- 
nomic Advisers, but with less authority, 
scope and independence than we believe 
are needed for the task. 

While the Council of Economic Advis- 
ers has the opportunity to make a major 
contribution, the work on this important 
question cannot be left solely to govern- 
ment. With time running out, capital 
goods producers must plan to accelerate 
their own studies and efforts on behalf of 
economic stabilization. 


Equity in Taxation 

Manufacturers of capital equipment 
have deep and special interests in the sub- 
ject of federal taxation, and this field is 
one we must continue to give major atten- 
tion. If space permitted, I would like to re- 
view with you the postwar tax recom- 
mendations the Machinery, Institute has 
submitted to Congress. However, these 
recommendations are available in pub- 
lished form? and it is sufficient to note 
they call for broad changes in the tax 
structure to achieve tax-paying equity for 
the capital goods industries and to assure 
a satisfactory rate of saving and invest- 
ment, on which the demand for capital 
goods depends. 

With regard to taxation, it is possible to 
point to one area where significant prog- 
ress appears in sight. For many years we 
have emphasized the desirability of a loss 
carry-over period adequate to meet fluc- 
tuations of earnings in the capital goods 
industries. As a result of studies of the 
earnings pattern of representative capital 
goods manufacturers, reported in the pub- 
lication, Capital Goods Industries and 
Federal Income Taxation, issued in 1940, 
a loss carry-over period of six years was 
recommended to achieve equity in taxa- 
tion. Since these findings became available 
we have continuously stressed the need for 
a cafty-over period of this length. It is 
significant that today virtually all tax au- 
thorities are agreed that a carry-over pe- 
riod of from five to eight years is a neces- 
sary part of our tax structure and gratify- 
ing to note the likelihood that a provision 
of this general nature will be written into 
the next Federal Revenue Act. 


Depreciation and Replacement Policy 


After the past 10 years of dreary hag- 
gling between the Treasury and taxpayers 
over depreciation deductions, a process 
that has consumed untold amounts of time 
of many controllers, it is redundant to say, 
at this point, that controversies over de- 
preciation rates provide one of the most 
troublesome aspects of federal tax admin- 
istration. However, the need for a sound 
afd generally accepted depreciation and 


2. Published as a pamphlet entitled ‘Capital Goods 
Industries and Postwar Taxation.” 
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replacement policy goes far beyond the 
tax field. Because of the strong influence 
of depreciation procedures on the rate of 
replacement, it is clear that the current 
techniques of distributing depreciation 
over the service life to give generally re- 
tarded write-offs and high book values 
operate as a drag on the market for ma- 
chinery and equipment. Not only are capi- 
tal equipment sales reduced, but over-all 
modernization and improvement of indus- 
try are slowed and the vitality of the en- 
tire economy impaired. 

What is happening in Britain and France 
today vividly demonstrates why the policies 
of industrial management in the deprecia- 
tion and replacement of productive plant 
and equipment constitute a question of 
great national importance. The industrial 
equipment of those countries has been al- 
lowed to sink into such a state of decrepi- 
tude and obsolescence that the governments 
have had to take the problem in hand. In 
effect, the British and French governments 
have warned that private business must 
achieve efficiency on its own initiative—or 
else. Obviously, no country can tolerate the 
failure of industry to keep abreast of tech- 
nology when this failure deprives the 
state of power and security and robs the 
citizen of the advance in living standards 
to which he is properly entitled. 

We believe the depreciation and tre- 
placement policy problem is our natural 
meat. For some time the Research Divi- 
sion of the Machinery Institute has been 
engaged in a comprehensive study of the 
subject. When completed, this study will 
be incorporated in a full-length book en- 
titled A Dynamic Equipment Policy for 
America. We are certain the publication 
of this volume will greatly stimulate con- 
structive consideration of the subject by 
industrial management and by leaders of 
public opinion. 


Technology vs. Employment 


Memory of the doctrines of the Tech- 
nocrats, who flourished so during the de- 
ptession, serves as a reminder of an issue 
virtually endowed with perpetual life. 
From the beginning of the industrial 
revolution technologic progress has been 
opposed by groups who feared its impact 
on employment—who held that machines 
put men out of work. This ancient heresy 
continues to have widespread appeal, 
particularly during cyclical downswings in 
employment, and from it stem a motley 
array of nostrums to correct “‘what’s 
wrong with the economic system.” 

For obvious reasons, the technologic 
unemployment argument is reasonably 
dormant at the moment. However, its re- 
vival when jobs decline again is just as 
certain as the movement of the earth in 
its orbit. When this occurs, we shall 
doubtless find it advisable to add to the 
eight publications already issued on the 
subject. The pressure of war has produced 


The Controller, February, 1947 


a tremendous flowering of technologic in- 
novation which will have to be properly 
appraised in any timely treatise on the 
problem. Moreover, much more can be 
said on the need for stimulating technolo- 
gic progress as the essential foundation 
for a high-wage, low-cost, mass-produc- 
tion economy. 

The foregoing review delineates some 
of the special problems of the capital 
goods industries that I felt would be of 
greatest interest to all controllers. There 
are others, also important, that were 
passed over in making the selection. More- 
over, there is significant work that must 
go on continuously on questions of rela- 
tively short-term duration, but which, 
nevertheless, are of vital concern in com- 
pany operations. To assure equity in the 
treatment of capital goods manufacturers, 
for example, it has been necessary to make 
numerous appearances before public offi- 
cials and agencies to state our position on 
such matters as contract renegotiation, 
contract termination, disposal of govern- 
ment-owned surplus equipment, the re- 
moval of capital goods ica price control 
and so forth. In fact, it seems that as soon 
as a problem is pretty well in hand, two 
new ones pop up requiring intensive at- 
tention. 


MAPI AccouNTING COUNCIL 


We recognize that our work is more 
effective if knowledge of the special prob- 
lems of the capital goods industries ex- 
tends through all levels of the business. 
Since many of you are from the financial 
and accounting branches of management, 
I will comment briefly on the participa- 
tion of these groups in the Machinery In- 
stitute’s program. 

To keep financial and accounting off- 
cials of member companies familiar with 
the Institute’s problems and objectives 
and to provide a channel for constructive 
contributions from this segment of man- 
agement, we maintain the MAPI Ac- 
counting Council. This Council was ini- 
tially organized in 1920 under the aegis 
of the Machinery Builders Society, which 
subsequently merged with the Machinery 
Institute, and it has been functioning con- 
tinuously for more than a quarter of a 
century. 

The membership of the Council com- 
prises some 30 financial and accounting 
officials of representative capital equip- 
ment companies. It convenes in regular 
meetings which consist of two-day work 
sessions to discuss and study significant 
financial and accounting matters. Special 
regional meetings are also held. 

To these are invited principal officials 
of member companies in the vicinity who 
thus have an opportunity to hear discussed 
government actions and other matters di- 
rectly affecting the welfare of their com- 
panies. Ample time is provided for ques- 
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tions and the presentation of individual 
problems is encouraged. 

The meetings of the Council are a two- 
way proposition. Those who attend carry 
back to their desks information of value to 
themselves and their companies. At the 
same time, the Institute is kept fully in- 
formed on the current status of questions 
which confront company executives. This 
information has led frequently to timely 
action on difficult problems when such ac- 
tion could be most effective. 

One of the major tasks of the Council 
has been to develop suitable standard ac- 
counting procedures for use by capital 
goods manufacturers. This assignment has 
been performed with distinction and has 
led to the publication of the MAPI Ac- 
counting Manual. The purpose in devel- 
oping this volume was to meet the need 
for an up-to-date authoritative statement 
of accounting principles and practices ap- 
proved for use throughout the capital 
goods industries. Much time and study 
was given to its preparation so that it 
would properly reflect the distinctive char- 
acteristics of these industries that require 
the application of specialized procedures. 
It is a gratifying acknowledgment of ac- 
complishment that the Manual has en- 
joyed wide-spread distribution, both do- 
mestically and abroad. 

Through the work on the Manual and 
that done in other areas of its special 
knowledge and responsibilities, the con- 
tribution of the Council to the Institute's 
program has been of growing importance 
and interest. 


Federal Debt Reduction 
Cuts Bank Assets 


Total resources of State-supervised banks 
dropped from their record peak in the first 
half of this year as the Government pulled in 
its deposits and began retiring the national 
debt. This was shown in a report on State 
banks for the first six months of 1946. The 
report was issued by Clyde M. Davis, presi- 
dent of the National Association of Super- 
visors of State Banks, and Bank Commis- 
sioner of New Hampshire. 

At the end of June, Mr. Davis reported, 
total resources of State-supervised banks in the 
continental United States and Hawaii were 
$85,991,332,000, down $1,439,193,000 from 
six months earlier though $5,149,248,000 
higher than on June 30, 1945. 

The six-month ‘decline was attributed to a 
$4,714,201,000, or 44.7 per cent., decrease in 
the war loan deposits of the Government that 
more than offset increases in demand and time 
deposits of individuals and corporations. 

Reflecting retirement of debt, holdings of 
Government securities by these banks dropped 
“for the first time in several years,” shrinking 
by $1,383,206,000 in the first half of 1946 
to a total of $48,848,615,000. 

At the end of June, average asset distribu- 
tion, compared to total assets of all State 
banks, showed United States securities 56.8 
per cent., loans and discounts 19.8, cash 17, 
other bonds 4.9, and all other assets 1.5. Total 
capital accounts amounted to 7.9 per cent. of 
total deposits. 








The Federal Reserve vs. 
Inflationary Pressures 


The Federal Reserve System has been 
in existence for only a third of a cen- 
tury. To most of us it is not an old insti- 
tution since it was created after we were 
born. Although the period of its exist- 
ence is not long, it embraces two major 
wars, one major boom, a stock market 
crash, and a long depression. Most of us 
do not like to think that our lives are 
abnormal, but on the other hand none 
of us like to consider the last three 
decades as normal. 

In the dynamic period through which 
it has passed, the Federal Reserve Sys- 
tem has changed to meet changing con- 
ditions. Like most institutions and in- 
dividuals who continuously face and 
solve new problems, the experience it 
has gained is invaluable. In the case of 
the Federal Reserve System, the experi- 
ence is highly valuable to others for 
they can both appraise the decisions of 
the Federal Reserve Board in the light 
of the conditions then pertaining and 
judge the decisions in the light of sub- 
sequent developments. 

From a review of these past decisions, 
from a study of the law and the amend- 
ments under which the Federal Reserve 
System operates, and from a reading of 
the annual reports and the monthly bul- 
letins, we, as outsiders, are able to gain 
a perspective and some insight as to 
how the Federal Reserve will react 
under given conditions—even though 
the personnel of the governing body, 
the Board of Governors, changes from 
time to time. 

Though there is always the risk of 
substantial error in a discussion of fu- 
ture policy, it is possible from past ac- 
tions and from official announcements 
to delineate in broad outline probable 
future policies. To the extent that a 
Sieesercigad situation does not exist, 

usiness confidence is undermined by 
the indeterminable policies of 
important regulatory agency. 


any 


CREDIT CONTROL OBJECTIVES 


In order to compensate for the rapid 
changes which are necessary in a chang- 
ing society, a high degree of discretion 
in momentary control has been given 
the Federal Reserve authorities. The 
objectives of credit control are not 
clearly defined in the act. Historically 
the objectives have been legion. Many 
were purely ephemeral, but over the 
years what might be called basic objec- 
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tives and basic policies have been devel- 
oped and are readily discernable. 

In the original act it is mentioned 
that credit is to be controlled “with a 
view of accommodating commerce and 
business.” From the very inception of 
the Federal Reserve System, the policy 
has been that a basic objective of credit 
control should be the stabilization of 
business conditions through the main- 
tenance of sound credit conditions. Fol- 
lowing the depression of 1920, the 
Board, pursuing this policy of main- 
taining sound credit conditions, at- 
tempted to regulate the use of bank 
credit for speculative purposes—that is, 
in the stock market. 

In the period of the 1930's, Federal 
Reserve policies were, doubtlessly, influ- 
enced by the philosophy of the adminis- 
tration then in power, and by the eco- 
nomic conditions which then existed. 
Whereas in the 1920's, the Federal 
Reserve had sought to prevent over- 
expansion of credit, during the next 
decade reserve policy was directed to- 
ward a goal of permanent recovery— 
permanent recovery of the price level. 
It was the stated policy of the adminis- 
tration to gain a sound general price 
level and to protect that level from 
wide and perilous fluctuations. 

A third basic policy which has been 
given increasing emphasis during the 
last decade is the stabilization of the 
money market. Traditionally it has been 
the policy of a central bank to offset 
seasonal variations, and to offset opera- 
tions arising from a temporary inflow 
or export of gold. Then too a central 
bank usually is expected to offset fluctua- 
tions in the money markets resulting 
from treasury operations. With the in- 
creased financing by the Treasury, the 
Federal Reserve has been called upon 
to an ever-increasing extent to assist the 
Treasury in its operations. During the 
war years, the problem of credit control 
necessarily became one of making avail- 
able to the banks of the country suf- 


ficient reserves to enable them at all 
times to meet such demands as might be 
made by the Treasury. 


Limitations faced by the Reserve authori- 
ties in achieving their objectives 


In its over-all regulation of credit, the 
Board of Governors is almost entirely 
limited to control of purely quantitative 
factors. The Board must operate in spite 
of these limitations. It recognizes that 
the degree of business activity is influ- 
enced not only by how much money the 
prospective spenders have, or how easily 
they can obtain more, but also by fac- 
tors which are non-monetary in nature 
and not subject to monetary controls. The 
Board, for example, can make it easy or 
difficult for banks to extend loans, but 
it cannot make people want to borrow; 
nor can it prevent people from wanting 
to borrow. It can forbid banks from 
lending on securities, but it cannot keep 
a man from using the money in his sav- 
ings account to buy speculative securi- 
ties. 

The non-monetary factors over which 
the Board has little control are largely 
qualitative—not subject to statistical meas- 
urement. Usually such factors are ex- 
tremely difficult to appraise intelligently. 
Consider for a moment just a few of 
what I class as the qualitative factors 
which have influenced your decisions to- 
day: 1. industrial and labor policies; 2. 
relations between prices and costs; 3. 
taxation policies; 4. business confidence; 
5. war, and threats of war; 6. the future 
attitude of the buying public. 


Factors considered by the Board in de- 
termining its policies 

Consider now the basic objectives of 
credit control and the limitations which 
the Board recognizes—what factors de- 
termine or influence the Board in reach- 
ing its decisions regarding credit poli- 
cies? In the first place, it must be realized 





Board’s role and its methods. 





| “NOT AN EASY TASK” 


Like the policeman’s lot which in the words of the old song is “not an ‘appy | 
one,” the task of the Board of Governors of the Federal Reserve system is nei- 
ther easy nor fully appreciated. The author, who developed this manuscript for | 
a recent meeting of the Los Angeles Control, presents a timely review of the | 
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that it is the duty of the Board “‘not to 
await emergencies but by anticipation to 
do what it can to prevent them.” Thus 
in a petiod such as we are now experi- 
encing when commodity prices are fluc- 
tuating greatly, the members of the Board 
must consider whether we are still in the 
initial stages of an extended period of 
price increases. If they decide that we 
are, then they must consider whether the 
price increases will be so great that they 
must be followed by a sharp recession; 
or whether, they will be followed by a 
long period of deflation and an economic 
stalemate; or whether they will be fol- 
lowed by a long period of slowly declin- 
ing prices and a high level of business 
activity. In other words, in the midst of 
a period of high business activity, the 
Board must consider the question: “Are 
we headed for a general depression, and 
if so, what can we do right now to pre- 
vent it?” If they believe that we are in 
danger of further inflation, then they 
must determine what the inflationary 
forces are and what can be done to com- 
bat them. 

If on the other hand, the members of 
the Board believe that we are presently 
heading for a deflationary period, they 
must determine what deflationary forces 
are now perceptible, and how they can 
be combatted. Thus the Board must an- 
ticipate major changes in business activ- 
ity and must attempt to “‘cushion” these 
changes when it is believed that the 
changes are apt to be excessive and un- 
desirable. 

Federal Reserve authorities consider 
many aspects of business conditions but 
they place primary emphasis on a physi- 
cal measure of production and on the 
general price level. In the most recent 
annual report, the Board states that 
“necessary as it is that the government 
policy be firmly anti-inflationary at this 
juncture, the rapid attainment of full and 
sustained production far overshadows all 
other economic considerations.’ This 
should not be interpreted to mean that 
the Board is giving no thought to the 
price level for one of the important fac- 
tors which determines the price level is 
the amount of goods produced and of- 
fered for sale. Another important factor 
in the price level is the volume of money 
and credit available. 

In general, the Federal Reserve authori- 
ties have found that: (1), if an increase 
in physical production is accompanied by 
a reasonable increase of credit, prices are 
apt to remain fairly stable; (2), but if 
an increase in credit is more rapid than 
the general rate of growth of business, 
the result is usually speculation, rising 
prices, and unwholesome tendencies; and 
(3), if rise in physical production ceases, 
or if credit declines Sacioattariete: 


there may be a tendency toward deflation 
and depression. 
Though the volume of credit influences 
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business activity and prices, credit con- 
trol cannot be considered only as it in- 
fluences prices. Treasury officials, con- 
cerned with the public debt, are also 
greatly concerned over anything which 
influences general credit conditions. ‘“‘Dur- 
ing the war’ (to quote the most recent 
annual report) ‘“‘the Federal Reserve 
monetary policies were used in the fur- 
therance of essential war financing and 
not as an anti-inflationary weapon.” The 
Board has also emphasized that Treasury 
policy must be an important force in de- 
termining future. Federal Reserve poli- 
cies. 

It is not difficult to see that anything 
which influences credit conditions also in- 
fluences the Treasury position. But how 
many have stopped to consider that any- 
thing which influences the price level or 
credit conditions immediately sets in mo- 
tion forces which influence foreign trade, 
foreign exchange rates, and the flow of 
funds from one country to another, all 
of which in turn influence price levels 
and credit conditions in this country ? 

These reactions may not be rapid. In- 
deed it may take much time for them to 
occur, but the effects are far-reaching. An 
enlightened Board will consider seriously 
the repercussions of any action it may 
take, but after accepting its responsibili- 
ties, it should not vacillate from one pol- 
icy to another but resolutely carry out the 
policy which under existing conditions 
seems most proper. 

Thus we see that the most important 
guides which the Board uses in determin- 
ing what policies to adopt are: (1) pro- 
duction and trade; (2) prices; (3) the 
volume of credit; (4) Treasury policy; 
and (5) international monetary condi- 
tions. Once the Board has determined that 
some action is necessary, what are the in- 
struments of credit control which it may 
then employ ? 


Instruments of credit control—A. Legal 
reserve requirements 


Banks which are members of ‘the Fed- 
eral Reserve System are required to keep 
deposits known as Jegal reserves with the 
Federal Reserve Banks. The relationship 
between the deposits which memer banks 
hold and the minimum reserves which 
they are required to carry with the Fed- 
eral Reserve Bank are known as the /egal 
reserve requirements and are stated as a 
percentage of net demand ng Sag Since 
1942 the requirements have beett 20 per 
cent. for central reserve city banks (that 
is, banks located in New York ind Chi- 
cago), 20 per cent. for banks in what are 
known as reserve cities, and 14 per cent. 
for country banks. The reserves against 
time deposits are 6 per cent. for all mem- 
ber banks. 

On the basis of average reserve require- 
ments, the total volume of deposits is 
about six times as great as the volume of 
reserves. This does not mean that if a 
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bank increases its reserves by $1 it can 
automatically increase its loans or invest- 
ments, and consequently its deposits, by 
$6. Actually, it means that the poten- 
tial increase of bank credit in the bank- 
ing system as a whole is approximately 
$6. The potential ability of the banking 
system to expand loans and deposits is 
indicated by the difference between legal 
reserve requirements and actual reserves. 
This difference is known as the excess re- 
serves. 

Whereas at the end of 1940 excess re- 
serves were about 7 billions, they are 
now only about one-tenth of that amount. 
When excess reserves are sufficiently high 
to permit an undesirable expansion of 
bank credit, the Reserve authorities may 
increase reserve requirements, but the re- 
serve requirements are now at the maxi- 
mum permitted by law except in the cen- 
tral reserve cities. There the legal tre- 
quirements may legally be increased from 
the present 20 per cent. to 26 per cent. 

What would be the result of an in- 
crease in reserve requirements? The mem- 
ber banks would have to shift funds from 
one asset account to another. For exam- 
ple, they could sell government securities 
and use the proceeds of the sale to in- 
crease their reserves with the Federal Re- 
serve Bank; or they could reduce the 
amount of loans, and consequently of 
deposits, in which case they would need 
fewer reserves. Under present circum- 
stances, an increase in reserve requite- 
ments would result in banks’ selling 
Treasury obligations of one kind or an- 
other. It is extremely unlikely that the 
amount of loans would be seriously 
changed as a result of an increase in re- 
serve requirements. 

On the other hand, what would be the 
result, if reserve requirements were rfe- 
duced? Would it result in more loans? 
Would it result in an increase in the 
price of government securities? It is 
doubtful that a reduction in reserve re- 
quirements would result in any increase 
in loans, since with the present low yields 
on government securities most banks pre- 
fer to lend to individual borrowers rather 
than to hold low-yielding government ob- 
ligations. Thus it is not the lack of re- 
serves which is the limiting factor in bank 
lending at present. If, through a reduc- 
tion in reserve requirements, banks 
should find themselves with excess re- 
serves, it is likely that they would increase 
their holding of short-term government 
obligations—that is, if they lacked addi- 
tional individual borrowers. Consequently, 
it seems warranted to conclude that any 
changes made in reserve requirements 
will be reflected primarily in the market 
for government obligations. 


B. Open market operations 


The Federal Reserve authorities need 
not reduce reserve requirements to pre- 
vent a decline in the price of government 
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obligations; it appears to be their estab- 
lished policy to support the market for 
government obligations by buying Treas- 
ury bills and certificates—two classifica- 
tions which include about 30 per cent. 
of the government obligations held by 
member banks. At present, the twelve 
Federal Reserve banks hold more than 25 
billions of government securities. The 
holdings have recently been increased be- 
cause some member banks have had to 
sell government securities to increase their 
reserves. 

In the last seven months, the amount 
of U. S. government securities held by 
member banks has decreased from 90 to 
77 billions. Only a small amount of these 
were sold to the Reserve banks, the de- 
crease having resulted largely from the 
redemption by the Treasury of outstand- 
ing obligations. Ordinarily, redemption 
by the Treasury of outstanding obliga- 
tions increases the reserves of member 
banks since it is an exchange of cash for 
government securities. Recent redemp- 
tions, however, were accompanied by a 
reduction in reserves—exempt war loan 
deposits and did not increase the reserves 
of member banks. 

When Treasury obligations are re- 
deemed by the Treasury for cash, the re- 
serves of member banks increase, and the 
total government debt is reduced; when 
Treasury obligations ate purchased by 
the Federal Reserve Banks, the reserves 
of member banks increase, the total gov- 
ernment debt is unchanged, but the hold- 
ings of government securities by the Re- 
serve banks increase. Under the existing 
Federal Reserve policy of buying Treas- 
uty bills and certificates, large holdings 
of government securities by member 
banks provide the basis for almost un- 
limited expansion of credit by member 
banks at their own discretion. 

Open market purchases by the Reserve 
banks thus increase the reserves of mem- 
ber banks and tend to ease credit. With 
the large amount of securities now held 
by member banks, it does not appear 
likely that the Federal Reserve will find 
it feasible to reduce reserves of mem- 
ber banks by disposing of the govern- 
ment securities it holds. Thus the debt 
structure of the Treasury limits the use 
of what was once an important control 
mechanism of the Federal Reserve. 


C. The discount rate 


The discount rate is, in effect, the rate 
at which the Federal Reserve banks are 
a. to make loans to the member 

anks. The primary reason for borrow- 
ing from the Federal Reserve is to build 
up legal reserves. So long as a bank can 
dispose of low-yielding government ob- 
ligations there is little need for obtaining 
funds by rediscounting paper or by 
pledging government bonds. For many 
years, member banks have found it un- 
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necessaty to borrow to increase their re- 
serves. While under ordinary circum- 
stances the Reserve banks could encour- 
age or discourage borrowing by raising 
or lowering the discount rate, under the 
conditions existing for the last several 
years member banks have not borrowed 
to any great extent. Under such condi- 
tions, a change in the rediscount rate is 
important only in that it gives notice 
that the Board feels that the credit situa- 
tion has changed. 


D. Regulation of margins and consumer 
credit 


There are now in use two relatively 
new methods of credit control. The first, 
control of margins, was added in 1934; 
the second, control of consumer credit, 
was added by Executive Order in 1941. 
The Federal Reserve authorities have 
pointed out that these controls differ 
from other methods in two important re- 
spects: (1) Since they impose a limit 
on the amount of credit which borrowers 
and other credit users can demand, rather 
than on the cost of, and the volume of, 
credit which lenders have available, they 
may limit the use of credit even if there 
is an abundant supply; (2) they influ- 
ence the volume of credit by affecting the 
amount used for specified purposes rather 
than by limiting the amount used for all 
purposes. For these two reasons, these 
new methods of credit control are classed 
as selective instruments. 

Thus these two methods of control may 
be used only for specific types of credit 
control. Since January 21, 1946, it has 
been impossible to buy securities on mar- 
gin, and as a result the volume of loans 
made for carrying securities has declined. 

The control of consumer credit is sanc- 
tioned by an Executive Order, and not 
by an act of Congress. The Board recog- 
nizes the need for regulating consumer 
credit during present shortages of con- 
sumers goods customarily sold on the in- 
stallment plan. The purpose of regula- 
tion in this field at present appears to 
be primarily to reduce the pressure on 
prices of such goods, rather than to at- 
tempt to control the upswing and down- 
swing Of the business cycle. 


Factors which may be used to combat 
inflationary pressures 


I have tried to explain the various 
methods of credit control which the 
Board can use. Which of these can best 
be used to combat inflationary forces? 
Those commonly considered as adapted 
to relieve inflationary pressures are: (1) 
an increase in reserve requirements; (2) 
an increase in the discount rate; (3) the 
sale of securities in the open market by 
the Federal Reserve banks; (4) an in- 
crease in margin requirements; and (5) 
the control of consumer credit. Which 


will, and which will not, work at the pres- 
ent time? Let us first dismiss those which 
cannot relieve inflationary pressures now. 


A. Increase in reserve requirements 


Changes in reserve requirements are 
permitted under the Banking Act of 
1935. The law establishes maximum and 
minimum limits within which reserve te- 
quirements can be fixed. Since the re- 
serves in effect when the law was passed 
were minimum reserves, it was then con- 
templated that upward adjustments would 
be necessary. The ability to change te- 
serve requirements was intended as a po- 
tent weapon to cope with the inflationary 
dangers inherent in excess reserves. Under 
the present legal restrictions, the reserves 
are at the legal maximum in all Cities 
except the central reserve cities. At the 
present time the banks in these cities 
carry about one-fourth of total demand 
deposits. Legal reserves could be in- 
creased in the central reserve cities from 
the present 20 per cent. to 26 per cent. 

Since legal reserve requirements are 
now at maximum levels in all except the 
central reserve cities, the ability of the 
Board to control inflationary pressures by 
changes in reserve requirements is largely 
ineffective. 


B. Increases in the discount rate 


The discount rate has been low for 
many years. So long as banks have large 
holdings of government securities and so 
long as the Federal Reserve follows the 
present policy of buying Treasury bills 
and certificates, the rediscount rate is not 
a major weapon of control. Changes in 
the rediscount rate are largely ineffectual 
so long as the banks can increase their 
legal reserves by other inexpensive meth- 
ods—a condition which will likely con- 
tinue for some time. 

There are three other factors to con- 
sider—the regulation of margin trading, 
open market operations, and the regula- 
tion of consumer credit. Before we at- 
tempt to appraise the efficacy of these, 
let us consider briefly the inflationary 
pressures which now exist. Three factors 
which influence the demand for goods 
in the market are savings, current in- 
come, and the ability to borrow. The 
backlog of savings now available to in- 
dividuals and businesses is about four 
times as great as it was ten years ago; 
the national income is about twice what 
it was in 1929. But the amount of physi- 
cal production is only about 60 per cent. 
higher than it was in 1929. The number 
of civilians employed is 10 million greater 
than in 1929. Thus inflationary pressures 
are at their greatest just when many wat- 
time controls have been lifted. 

The Board must realize that people are 
much opposed to regulations of all kinds 
at present. Particular criticism has been 
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leveled at the three policies of the Board 
which we are now discussing. 


C. Control of margin requirements 


One of these is the fixing of margin 
requirements at 100 per cent. Some con- 
tend that this was done because it was 
thought that stock prices were too high. 
The Board contends, however, that the 
general credit situation is highly infla- 
tionary because of the amount of pur- 
chasing power in the hands of the people, 
and that margins were raised to prevent 
inflationary credit from finding its way 
into the purchase of securities. Actually 
there is still a great inflationary threat 
in the stock market. If the inflation of 
stock prices occurs now, it will be financed 
by cash and not on a credit basis. With 
margins at 100 per cent., however, the 
Board can exercise no further control in 
the stock market. 


D. Open market operations 


A second criticism has been against the 
policies of the Board in supporting the 
low rate on Treasury certificates. Regard- 
ing this, the view of the chairman of 
the Board is that interest rates must be 
controlled, and that the public interest 
requires a stable market for government 
securities, and that it is the responsibility 
of the Federal Reserve to provide that 
stable market. 

The greatest anti-inflationary weapon 
does not belong to the Federal Reserve 
but rather to the Treasury. That is the 
debt retirement program. Since March, 
the Treasury has redeemed close to 20 
billions of securities, and this program 
is one of the strongest checks on infla- 
tionary forces. Open market operations 
by the Federal Reserve to combat infla- 
tionary pressures would entail the selling 
of government securities now held by the 
Reserve banks since their sale would de- 
crease the reserves of member banks. To 
support the market for Treasury certifi- 
cates, however, the Reserve banks have 
been buying government obligations. Con- 
sidered alone, this is inflationary. But 
it should not be considered alone. Since 
the Federal Reserve has worked in close 
co-operation with the Treasury, the net 
result of that co-operation has been to 
check inflationary pressures by debt retire- 
ment. 


E. Regulation of consumer credit 


Much criticism has been leveled at the 
Board about Regulation W—the regula- 
tion of consumer credit. Actually it is 
questionable that consumer credit can 
play more than a minor role in determin- 
ing general upswings and downswings of 
business in ordinary times. The Board, 
having recently simplified Regulation W 
to make it administratively more work- 
able, has stated that as present inflation- 
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aty pressures subside it plans further to 
relax this regulation. 

It seems reasonable to conclude that 
the Federal Reserve authorities at pres- 
ent do not possess methods of credit 
control sufficient to combat the inflation- 
ary forces now apparent, though they 
have made an earnest effort using the 
weapons available. After considering the 
various objectives of Federal Reserve 
policies and the weapons available to con- 
trol credit, it appears that the actions of 
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the Board should be appraised as a 
whole and not criticized singly. That is 
to say, each action taken should fit into 
an over-all pattern; and since conflicting 
forces may exist in this pattern, each 
action should be judged in the light of 
over-all objectives—for instance, the ef- 
fect on credit, on business, on the Treas- 
ury, as well as on international policies. 
The responsibilities of the Board are 
great. As you realize from what I have 
said, theirs is mot an easy task. 


Expanded Social Security Urged in 
Federal Reserve Study 


Broadening of existing federal and 
state social insurance programs to give 
to every worker in the country insur- 
ance against unemployment, disability, 
old age and death, is suggested in a 
study by Eliot J. Swan, assistant director 
of research for the Federal Reserve Bank 
of San Francisco. The Swan report, pub- 
lished as the sixth in a series of postwar 
economic studies by the Federal Reserve 
System, calls for a comprehensive and 
unified plan of income maintenance 
through a social insurance program to be 
financed largely from general revenues. 

The Federal bank authority recom- 
mends that permanent disability insurance 
could be added to old age and survivors’ 
insurance and compensation for tempo- 
raty disability incorporated into the un- 
employment compensation system. 

Pointing to the heterogeneous charac- 
ter of eligibility requirements and the 
size and duration of benefits under ex- 
isting State unemployment compensation 
plans, the study maintains that “unwar- 
ranted variations” should be eliminated 
by the establishment of ‘‘national mini- 
mum standards—or better, by federaliza- 
tion of the entire system.” 

Prolonged idleness of workers should 
be dealt with through public employment 
and occupational training programs, the 
report suggests, adding that a “strong 
and efficient employment service * * * 
is essential for satisfactory operation” of 
an unemployment compensation system. 


“SHORTCOMINGS” LISTED 


In his survey of existing insurance 
programs, Mr. Swan listed these points 
as shortcomings: less than three-fifths of 
the nation’s jobs are covered by State un- 
employment compensation plans; _be- 
cause of the magnitude of shifts from 
covered to non-covered jobs, only 40,- 
000,000 persons stand to benefit from old 
age amd survivors’ insurance, although 
70,000,000 have some wage credits; 
large numbers of agricultural, domestic 
and other workers, least able to provide 
for their old age or for their survivors, 


are outside the protection of the system; 
the adequacy of benefits has been less- 
ened considerably by the rising costs of 
living. 

Commenting on protection against oc- 
cupational diseases and injuries, the re- 
port asserts that less than one-tenth of 
all disabling illnesses of persons in the 
labor force falls into categories covered 
by state requirements. It is estimated, the 
study says, that 7,000,000 persons—half 
of whom would normally be in the labor 
force—are disabled at one time; of this 
total, 50 per cent. has been disabled more 
than six months. 

In the comprehensive system recom- 
mended by his study, Mr. Swan suggests 
that ‘‘it would probably not be desirable” 
to abandon entirely the contributory 
principle, “but benefits could be met in 
large part from general revenues.” As 
coverage grows wider and social insur- 
ance becomes generally acceptable as a 
necessary public responsibility that, like 
public education, conveys indirect bene- 
fits to all members of the community, it 
becomes more appropriate to draw upon 
general revenues, according to Mr. Swan. 

The responsibility of the population as 
taxpayers rather than as covered work- 
ers would better be expressed in a fluc- 
tuating Treasury contribution based in- 
directly upon the level of employment, 
the report maintains, adding that sources 
of funds for benefits should be a matter 
of fiscal policy. Fiscal aspects of social 
insurance should be consistent with gen- 
eral fiscal policy, something that has not 
been true under existing programs, Mr. 
Swan asserts. 

While the study gives no detailed esti- 
mates of the costs involved in a com- 
prehensive plan for social insurance, it 
points out that the broad system called 
for under the Wagner-Murray-Dingell 
Bill of 1943 could, with high employ- 
ment, be financed with payroll taxes of 
5 to 7 per cent., amounting to about 
$8,000,000,000. Under this plan, those 
already past retirement age would not be 
covered, but would have to continue rely- 
ing on assistance by the states. 











We can best discuss the matter of cur- 
rent cost problems in the steel industry, it 
seems to me, if we first define the re- 
quirements of a satisfactory cost plan. It 
is quite generally agreed, I think, that an 
adequate cost plan must do at deast these 
three things: 

It must 


(1) furnish information useful for con- 
trol of costs; manufacturing, re- 
search, selling and administrative; 

(2) aid in establishing selling prices, and 

(3) provide a means of valuing the in- 
ventory account. 


Starting, then, from this point, the 
most current and all inclusive cost prob- 
lem is posed by the question: 

‘How well does our best plan do these 
things ?” 


Overall Profit and Loss Results 


It is not difficult to determine the cost 
of everything we make and sell. If we 
have some means of pricing our begin- 
ning and ending inventory, we know, of 
course, that the cost of everything we 
have sold consists of our total expendi- 
tures for the period for everything except 
capital and deferred accounts, a certain 
portion of such deferred items, plus or 
minus our inventory difference. If our in- 
ventory pricing is within reason, we then 
have the cost of everything accurately set 
forth. 


Classified Profit and Loss Information 

To find the cost of particular things, 
however, is more difficult, but all the 
same it is fairly easy to refine our pro- 
cedures so as to divide our business into 
various product lines and so to allocate 
our expenditures that we determine the 
costs for each one of these lines. When 
we do this we have classified Profit and 
Loss information at hand. It is accurate 
and it is useful, but it does not require 
that we have accurate unit costs of our 
products. 

Occasionally we find companies that 
do not prepare classified Profit and Loss 
results. Within the last year I talked to 
an officer of a company manufacturing 
two distinct product lines. This company, 
I am sure, has an extensive cost system, 
yet the company does not prepare Profit 
and Loss results for its two major lines. 

Our company, on the other hand, 
manufactures five major analyses of steel, 
namely: Tool Steel, Valve Steel, Stainless 
Steel, Magnetic Steel, and Carbon Steel. 
Within these classes it makes: Sheets, 
Bars, Tubes, Strip and Plates. Each of 
these items is treated as a product line 
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and Profit and Loss information is pre- 
pared for each such line. 


Allocation of Commercial Expense 

To do this it is necessary to allocate 
Commercial and Administrative Expense 
to product lines to determine the net 
profit. We allocate Commercial Expense 
in the following manner: 

Once a year District Managers prepare 
statements showing the distribution of 
the effort of each salesman to each of the 
product lines. These statements are sent 
to the Home Office where various Sales 
Managers in charge of one or more prod- 
uct lines review the estimates made by 
the District Managers. The Product Man- 
ager is privileged to take exception to the 
District Manager's estimate if he dis- 
agrees, and finally, after the disagree- 
ments are resolved, there is available a 
time distribution for each salesman. 
Salesmen’s salaries are then allocated to 
product lines on the basis of these esti- 
mates, and remaining sales cost is as- 
signed in proportion to the direct sales 
cost. If certain Commercial Expense. is 
attributable to only one or two lines, a di- 
rect allocation to those lines is made. 

Such an allocation, perhaps, should be 
made more often than once a year, par- 
ticularly if new product lines are intro- 
duced or old ones reduced in impor- 
tance; and occasionally we find it in 
able to make revisions. 


Allocation of General Administrative Ex- 
pense 

It is necessary, also, to allocate General 
Administrative Expense to product lines 
and many bases might be used for this 
purpose. A proration in proportion to 
Cost of Sales is frequently made. This is 
not particularly scientific, but there is 
some rational reason for doing it. After 
all, Cost of Sales includes the cost of 
everything,—materials which have been 
purchased and handled throughout the 
plant,—labor that has been applied to 
the material,—and an appropriate amount 
of overhead and development expense. 


The Chart of Accounts 

At this point in the review of our cost 
plan, it may be pertinent to inquire as to 
whether our Chart of Accounts has been 
recently reviewed and how well our ex- 
pense centers fit our present organization. 
Charts of Accounts tend to become large 
and unwieldy in the course of time and 
need thorough housecleaning to get rid 
of useless items, yet the chart should be 
sufficiently elaborate to give quick con- 
trol information. The cost center arrange- 
ment should be examined too, for as re- 
sponsibilities change in an organization, 
accounting segregations should also change, 
for our cost plan must provide informa- 
tion useful to the individual responsible 
for expenditures. 


Process Costs and Job Costs 


Overall information of the type we 
have been discussing is important and 
helpful, but our cost plan is not doing a 
job unless it provides accurate unit cost 
information. 

I think it can be fairly said that process 
costing does not give us the type of unit 
cost information we truly need, unless 
the output of a particular production cen- 
ter is entirely homogeneous. If the prod- 
uct varies at all as to dimension or other 
characteristic, that affects the speed with 
which it goes through the process, our 
answer will be an average of questionable 
usefulness. 

We can, of course, classify the product 
of a center in such a way as to minimize 
the effect of this averaging and finally if 
we segregate to the particular order, we 
have in effect a job-costing arrangement. 
This will give us something purporting 
to be accurate unit cost information, but 
the time segregation tends to be elaborate 
and so complicated that it is doubtful if 
it truly is accurate. At the same time the 
job-cost information is so voluminous 
that it is well nigh impossible to evaluate 
and interpret. 

If these criticisms may be fairly ap- 
plied to our cost plan, it is not providing 
information useful for control purposes, 
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WHY A COST PLAN? 


Briefly, the author points out in these pages, an adequate cost plan must 1. 
furnish information for control of costs; 2. aid in establishing selling prices; and 
3. provide a means of valuing the inventory account. From that premise Mr. 
Hanley, who presented this paper before the Iron and Steel Conference at the 
recent Annual Meeting of The Controllers Institute, analyzes his firm’s program 
in a clear, objective manner that will hold interest for all controllers. 


—THE EDITOR 
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nor is it providing information useful for 
the establishing of selling prices. If our 
cost plan. is further complicated through 
the inclusion of overhead expense as in- 
curred, it is still less useful for volume 
variance introduces another factor diffi- 
cult to evaluate in unit costs. 


The Normal Overhead Rate 


The normal overhead rate, as a matter 
of fact, seems to me to be the one thing 
that most greatly simplifies cost keeping, 
and when such an expedient is used, any 
type of cost system becomes much easier 
to operate. I am sure you gentlemen are 
familiar with the normal overhead theory, 
but in case you are not, I have brought in 
a simple chart showing the relation of 
the normal overhead rate to actual ex- 
penses for any volume. 


Standard Costs. 

Supposing we have a standard cost 
plan in operation, how well does that 
perform the functions we have defined as 
necessary in a good cost plan? Of course 
there are standard cost plans and stand- 
ard cost plans. The type of standard cost 
plan I am thinking about is one in which 
the activity of every center has been 
studied and time standards have been 
established for each item going through 


the center. A standard machine-hour rate [ 


has been established for the center also, 
including direct labor cost and overhead 
expense at normal rates. Consequently a 
standard labor and burden cost has been 
established for every size and type of 
product that may go through the center. 

If production reports are priced at the 
proper standard cost for every item 
manufactured, and the aggregate of the 
standard cost compared to the actual cost 
for the period, we have on the one hand 
an efficiency comparison, actual versus 
standard,—and a means for correcting 
our standard to approximate actual cost. 
If we wish further refinement we can 
maintain a time breakdown within cen- 
ters in whatever degree of elaboration we 
wish, thereby classifying our variance re- 
sults. 

This is a matter of choice, however, 
and theoretically it is not necessary. Our 
basic cost, under stated cost practice, is 
the predetermined cost standard. If we 
wish to modify that cost to give effect to 
current practice, we need only to apply 
Our variance ratios, such application in 
effect apportioning variance from stand- 
atd in proportion to total standard cost. 

Our standard cost plan would have re- 
quired the establishment of material 
standards with or without allowances for 
spoilage or waste. These material stand- 
ards, with the material variance ratio ap- 
plied, will correct material cost substan- 
tially to actual. If this is our cost plan we 
have ratios by responsibility which meas- 
ure performance against standard. For la- 
bor we can so factor these ratios that we 
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can determine how much of the variance 
is occasioned by using more or less than 
the standard time for the job, or by pay- 
ing more or less than the standard rate. 
For material we can determine the 
amount of the variance occasioned by the 
ptice of the material or by efficiency as to 
its use. 


Variable Bud gets 


Our cost plan should have combined 
with it a variable budget to serve as a 
standard for such expenses as do not vary 
directly with production to complete the 
control picture. 

Now, how well does our cost plan 
provide information for cost reduction 
purposes ? 


Cost Reduction 


It may be that we will have available a 
standard cost for every order processed. 
Such a cost may be studied objectively 
with a view to changing processing in the 
interest of lower cost. Perhaps it would 
be advantageous to sort the standard cost 
cards for all similar orders, to see if the 
method of processing is uniform and the 
most economical. In addition, there is 
available for every center in the plant a 
case study of the expenses of operating 
the center and the expected production. 
There is available, therefore, about all 
the information anyone could wish for 
when embarking upon a cost reduction 
program. 


Establishing Selling Prices 


How will our standard cost plan assist 
us in establishing selling prices ? 

Well, for one thing, with standards 
available we are in position to write a se- 
ries of costs at any time to compare 
with selling prices. It is, therefore, easy 
to test tables of extras. Furthermore, if 
one should want it, a cost-selling price 
comparison may be made on every in- 
voice. 


Inventory Valuation 

As to the third major reason for a cost 
plan, it will be found that our standard 
cost procedures will permit us to account 
for inventories without taking physicals 
more frequently than once a year, if we 
tie the standards into the boc*xs. If we do 
this, using the standard costs as the basis 
for charging cost of sales, we can carry 
our inventory at standard cost or at stand- 
ard with variance ratios averaged, if we 
care to. 

I have purposely talked much more 
about standard costs than about any other 
phase of the very large subject assigned 
to me for today, for I think it is the most 
satisfactory cost-finding method yet de- 
vised, and, furthermore, it is being 
rapidly applied in the steel industry. 
Standard costs have many ramifications 
and many forms, however, so I give you 
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fair warning that in any discussion of 
this subject our genial Chairman, Mr. 
Woessner, who is an expert on this sub- 
ject, may find himself called upon to help 
me out. 


Capital Turnover 


Before concluding, however, I would 
like to add a few words about one more 
subject in which I think the steel industry 
as a whole should display more interest, 
and that is the matter of capital turnover. 
Capital turnover in steel is very low and 
one wonders if its importance is thor- 
oughly understood. In fact, I feel sure it 
is not understood by many of those 
whose decisions affect this ratio. Capital 
turnover is, of course, the ratio derived 
by dividing Sales Billed by Net Worth. 

What are some of the lessons to be 
learned from a study of this ratio? 

For one thing new investment should 
be most carefully reviewed as to its effect. 
It may be better business, for example, 
when alternative methods are available, 
to use a more costly one requiring less in- 
vestment. Further, and this suggests the 
advisability of allocating capital invest- 
ment to product lines to compare with 
classified profit and loss information,— 
high margin products may have low capi- 
tal turnover. A product having a margin 
of 20 per cent. and a turnover of one- 
half will earn only 10 per cent. per year 
on capital investment, while a product 
having a profit margin of 5 per cent. and 
a turnover of three times will earn 15 
per cent. on capital investment. 

I would like to cite a simple little ex- 
ample which emphasizes the importance 
of capital turnover and gives some indi- 
cation as to why mistakes may be made 
when this factor is overlooked. 

Suppose, for example, that 15 years 
ago, with a $1,000,000 in plant, we pro- 
duced products having a value of $3,000,- 
000 per year, which we sold with a 10 
per cent. margin of sales. This would 
have allowed us 30 per cent. on our in- 
vestment in plant. Now, let us assume 
that we have more heavily mechanized 
our plant and have increased the invest- 
ment to $2,000,000. With this invest- 
ment, let us assume that we are now mak- 
ing products having a value of $4,000,- 
000 per year. Let’s assume further that 
because of savings in labor we now have 
a 12 per cent. margin to sales. 

We now earn $480,000 on $2,000,000 
worth of plant, or 24 per cent. on our in- 
vestment. (Working capital considera- 
tions have been ignored in this calcula- 
tion in the interest of simplicity; they 
should, of course, be considered.) Obvi- 
ously in spite of a larger sales volume, a 
larger sales margin, and lower costs, the 
company is doing less well for its owners 
than formerly. This factor should get 

great consideration in industry where the 
turnover on capital investment ranges 
from 1 to 1.5 per year. 






Our company operates two textile 
manufacturing plants, employing about 
500 people in each. One is located in the 
North, the other in the South, about a 
thousand miles apart. Each plant is a 
complete manufacturing unit, having its 
own manager, buyer, superintendent, and 
such—almost a duplicate organization, 
including the accounting. 

Since goods are made under different 
local conditions, as to climate, personnel, 
physical layout, varying operating condi- 
tions, and the like, to be reasonably ac- 
curate, each mill must calculate its own 
costs. 

Each mill bills its products direct to 
the customer; in many cases, the same 
customer. The customers’ accounts are 
kept in a New York office, in the same 
office as the sales agent. The collection of 
the accounts through the New York of- 
fice naturally makes it the central financial 
office. Funds are supplied to the mills as 
required, from New York bank accounts, 
or financing arranged by the New York 
officers with banks near the mills. 

Each of the two plants were independ- 
ent businesses before consolidation into 
the present organization, and have con- 
tinued to operate as such. But a general 
accounting plan must control the two 
plants, as well as the New York office af- 
fairs. Our Chart of Accounts for this pur- 
pose follows the usual classifications of 
Current and Fixed Assets, Liabilities, 
and so on, with a controlling account 
covering the investment in each mill. 

The General Accounts or Home Office 
records are carried as a section of one 
plant’s general ledger. Since the greater 
portion of the New York transactions are 
cash collections and transfers of funds, 
they are easily summarized and posted 
monthly, so that few entries have to be 
recorded except monthly. 

The mill cost records are standardized 
as to classification of raw materials, labor, 
overhead, selling and financial expenses, 
and such, to obtain comparable state- 
ments for consolidation, as well as to en- 
able us to understand each other, and 
“talk the same language.” Since both 
plants make cotton knitted underwear 
garments, our processes follow the same 
general procedure, although there are nu- 
merous variations and different styles of 
garments. For instance, the Northern 
plant’s products are mostly men’s goods, 
the Southern plant’s mostly children’s— 
yet, each makes a sizable quantity of in- 
fants’ goods, some of which are identical. 


A Simple Accounting and Cost Control 
for Small Manufacturing Companies 


By M. W. Morris 


All of the goods in both plants are 
knitted into a fabric from purchased 
yarn, bleached or dyed in tubs, cut and 
sewn into garments of similar types, 
pressed, boxed, labeled, and cased for 
shipment. Therefore, since our products 
pass through all departments, it is not 
important to us to determine a depart- 
mental cost as the goods pass through 
each department, but it is essential that 
our complete garment cost work out tea- 
sonably accurate, as the industry works 
on an average of about 5 per cent. profit, 
and a variation of 10 cents per dozen on 
a $2.00 sales price can be very important. 

In order to establish costs for the vari- 
ous types of garments, we use a standard 
cost system, based upon a planned budget. 
From our annual forecast of business vol- 
ume and classification of manufacture, we 
obtain relative percentages, of Day and 
Indirect Labor, Manufacturing and Ad- 
ministrative Overhead, Selling and Fi- 
nancial Expenses. These form the basis 
of our formula for the preparation of 
Standard Costs. From the manufacturing 
executives we obtain data as to the quan- 
tity and kind of the various goods to be 
made and sold during the year. Consoli- 
dating the above information and prepar- 
ing costs is another story, but here we are 
concerned principally with the account- 
ing control, and statements. Only a gen- 
eral explanation of our cost calculation is 
necessary to understand the accounting 
statements. 

We keep our books on the same basis 
as though the books were closed annu- 
ally. The original year end inventory re- 
mains throughout the year, although we 
prepare complete quarterly statements 
based on physical inventories, and 
monthly statements based on estimated 
inventories each month, for each plant, 
and consolidated for the company. For 
our preparation of these figures we de- 


pend on the use of the public account- 
ant’s faithful friend, the Working Trial 
Balance. 


TRIAL BALANCE 


We arrange the Trial Balance so that 
we can obtain total figures from the vari- 
ous pages, by putting certain groups of 
accounts on single pages. While we group 
the current, fixed, and other assets on 
separate pages, it is not so important to 
group the assets and liabilities separately, 
as it is to group the operating accounts, 
such as sales, purchases, labor, manufac- 
turing overhead, administrative overhead, 
selling, and so on, since we use totals of 
these operating accounts in estimating 
monthly inventories, when physical count 
is not made. 

The current trial balance is listed in 

the first two columns of Debit and Credit. 
After the first month, the accumulated 
“operating figures are listed in the third 
and fourth columns, covering the period 
prior to the current unknown results. The 
fifth and sixth columns are used for such 
current adjustments as are found neces- 
sary. These adjustments are entered on 
the ledger each month, to reconcile the 
books and statements. 

The seventh and eighth columns tre- 
cord the current period operations, based 
on the difference between the first two 
columns and the third and fourth col- 
umns, adjusted by entries in the fifth and 
sixth columns. 

The accumulated profit or loss from 
the third and fourth columns plus the 
same from-the seventh and eighth col- 
umns must balance the balance sheet, in- 
cluded in the eleventh and twelfth col- 
umns, or a Clerical error exists which 
must be found and corrected. 

The ninth and tenth columns, omitted 
above, can be used for a second set of op- 
erations. For instance, at the end of 
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ahead.” 





| A “DOUBLE BARREL” OPERATING STATEMENT 


With a cautionary word that “under peace-time conditions . . 
| operations will again become prevalent,” Mr. Morris, who is president of the 
Chattanooga Control of the Controllers Institute, develops in this article a de- 
scription of his company’s general control of accounts, in which there is em- 
ployed a dual operating statement. The author reports that his firm has been 
using this plan for five years, that it stood the strain of war-time pressure, and 
that “we believe it is going to be very useful to us in the competitive days 
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—THE EDITOR 
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twelve months, we make a Profit and 
Loss Statement for the fourth quarter, as 
well as twelve months. If the results for 
nine months are put in columns 3 and 4, 
with adjustments in 5 and 6, the fourth 
quarter can be shown in 7 and 8, and the 
12 months in 9 and 10. Of course, the 

rofits for the various periods must total 
to the annual result, and this result must 
balance the Balance Sheet. 

The use of this sort of work sheet 
gives us a basis for our accounting re- 
ports, without disturbing our books with 
other than normal necessary entries re- 
cording the regular business transactions. 
Journal entries covering prepaid and ac- 
crued items are made monthly, but there 
are no complicated cost transactions en- 
tered on our ledgers, neither do we have 
to maintain a subsidiary cost ledger for 
this purpose. 

To check the accuracy of our opera- 
tions against Standard Costs, we prepare 
monthly and quarterly a summary of the 
standard or theoretical costs based upon 
the actual production of finished gar- 
ments. These figures are obtained by mul- 
tiplying the dozens of production of each 
style by the various elements of which 
they are composed, according to standard 
style cost. Since each style contains cer- 
tain basic elements, such as direct labor, 
material and selling price, and other 
items such as indirect labor and over- 
head, are based on standard percentages 
of these items, the items to be multiplied 
in detail are not great. The total of the 
calculations can be verified by summariz- 
ing the totals of all the items, and check- 
ing the profit shown by this summary 
against the profit as calculated from the 
production. If there is more than a nomi- 
nal difference, due to fractional variations, 
there has been a mathematical error. 


INVENTORY CHANGES 


Changes in inventory during periods, 
when a physical inventory is not taken, 
can be reasonably accurately determined 
by setting up a chart beginning with the 
last inventory. We divide this inventory 
into raw materials, goods in process, fin- 
ished goods and waste. From the sheet of 
our trial balance covering purchases of 
materials we can determine the total pur- 
chases to date, and by deducting the total 
purchases for the prior period, arrive at 
the amount of purchases during the cur- 
rent period. These purchases added to the 
old inventory of raw materials, gives the 
total available raw material. From this to- 
tal we deduct the accumulated amount of 
taw material which should have been 
used in manufacturing the finished goods 
completed during the current operating 
period, as indicated by the summary of 
Standard Costs. This leaves a balance 
which should represent the value of the 
faw material on hand, or the new inven- 


tory. 
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Since goods in process on hand at the 
beginning of the operating period sup- 
plied a part of the finished goods com- 
pleted, the goods in process should be re- 
duced by this amount, if it were known. 
But also, a part of the raw material on 
hand at the beginning of the previous pe- 
riod, as well as a part of the purchases 
received during the current period, have 
also been converted into goods in process 
and not completed, and one’ factor off- 
sets the other. 


Goops IN PROCESS 


We allow the goods in process inven- 
tory to stand at the same figure as was 
determined from the last physical inven- 
tory,—off-setting whatever change may 
have occurred in the in-process goods, by 
deducting from the raw material inven- 
tory the full amount of the material used 
in the goods completely finished during 
the period. 

The same results could be attained if 
we added together the beginning raw 
material inventory and goods in process 
inventory and deducted from this total 
the material used in the completed goods 
during the period. Then, we would make 
an arbitrary estimate of the goods in 
process, and separate the raw material 
and in process inventories. We have not 
found it necessary to adopt the second 
method, because of the fact that we ad- 
just our goods in process inventories to a 
physical count once every three months, 
and the change is not great in the two 
interim months. 

The finished goods inventory is deter- 
mined by adding the last inventory to the 
completed production during the period, 
and deducting the amount of goods sold. 
Of course, the value of the goods sold 
cannot be deducted at full sales prices, 
but must be reduced to provide for an 
average sales and financial expense, and 
an average profit. 

At the end of each quarter, when we 
take a physical inventory, we of course, 
value the raw materials on hand at pur- 
chase prices. Goods in process are divided 
into two classes—consisting of manufac- 
tured cloth and garments partially com- 
pleted. We compare the poundage of 
cloth on hand with the previous period, 
and on the right hand side, or standard 
cost side of our operating statement, we 
make an allowance of the average labor 
and overhead per pound, for the kind of 
cloth we have been making recently. In 
the same manner, we compare the num- 
ber of dozens of garments in process 
with the last physical inventory and ad- 
just our accumulated cost standards to 
provide for the average rate per dozen of 
the various kinds of labor and overhead. 

Determination of the waste inventory 
is largely governed by our average per- 
formance in the past of the amount of 
waste produced each month, and com- 
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pared with the sales of waste, which are 
recorded on the Trial Balance, so that be- 
ginning with our old inventory and add- 
ing the average accumulation, and de- 
ducting the actual sales, we are able to 
arrive at a reasonably accurate estimate of 
the waste on hand. 

Since all of our inventories are ad- 
justed to a physical count once every 
three months, any error that we might 
make in estimating the inventories for the 
two interim monthly statements, would 
not go long undiscovered. 

This resulting theoretical statement of 
operations based on standards and con- 
sidering the sales value of production as 
income is set up in form identical with 
the actual statement of operations ob- 
tained from the books. Then, by compari- 
son we determine the variances between 
actual and standard operations, based on 
the volume we actually attained. This is 
not a comparison with a budget, but with 
a calculation based on actual production 
at standard cost, regardless of whether 
that volume was greater or less than the 
budget. The variances developed can be 
analyzed to some degree. For instance, 
material variances can be broken down to 
the various elements such as yarn, thread, 
buttons, and such, by calculating each 
item of material for each style and com- 
paring with the amount used as deter- 
mined from the working Trial Balance. 
Labor elements can be determined in the 
same manner. We regularly include a 
schedule “Analysis of Labor’ in our re- 
ports. 


BUDGET COMPARISON 


We also have another control of these 
items by comparison with the Budget. 
For instance, suppose we have a large 
debit variance in manufacturing over- 
head, indicating we spent much more 
than we should. If we check this against 
our planned expense for the period as in- 
dicated by the Budget, and we are rea- 
sonably well in line, evidently the volume 
has been too low to carry the overhead. 
Or perhaps we have spent a large amount 
for a non-recurring item that will benefit 
the remainder of the operating year. 

At any rate, whether the results are 
good or bad, the variances have been de- 
termined—we know them, we can ana- 
lyze them, study them, and take steps to 
improve them, but they do not appear on 
our general ledger as variances, nor com- 
plicate our bookkeeping records. We do 
not have to worry Nit where to charge 
these variances. We charge them no 
where. 

The statement on page 78 illustrates the 
development of these variances, and is 
condensed to convey to you only the basic 
idea. The use of them will vary with 
every type of business—in fact, every or- 
ganization, but there are many organiza- 
tions that can use the basic idea, develop- 
ing it to fit their own peculiar needs. 
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In considering the statement, you will 
note that we have deviated from the 
usual arrangement of a Profit and Loss 
Statement. Since ours is primarily a manu- 
facturing organization, we have deducted 
from our net sales the selling and finan- 
cial expenses necessary to make these 
sales, to arrive at a factory income from 
sales. We then take into consideration the 
change in inventories of in process and 
finished goods, extending the changes in 
process only, to the right hand side of 
the statement. The factory income from 
sales increased or decreased by the 
changes in inventories, will arrive at the 
factory sales value of the goods made. 
But since the value of the inventories is 
based on cost, and not on the full sales 
value, the resulting figure is a combina- 
tion of goods at full sales value as they 
were sold, plus or minus the change in 
inventory value and cost values. 


SAMPLE STATEMENT 


The sample statement herewith indi- 
cates that the factory records show that 
we manufactured completely $2,000,000 
worth of goods during the period, and 
that after allowing for the usual discounts 
and selling and financial expenses, these 
goods would have been worth $1,899,- 
000. At the same time that we were com- 
pletely manufacturing these goods, we 
partially manufactured goods worth $10,- 
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What Do YOU Think of 
Mr. Morris’ Statement? 


In this article Mr. Morris 
brings forth an interesting devel- 
opment that has proven of value 
to him and his company. We in- 
vite the readers of ‘“The Control- 
ler” to comment on the points 
brought out by the author. Let- | 
ters discussing this will be wel- 
comed, for publication in a sub- 
| sequent issue. Company or in- 
dividual names will be withheld 
on request. 

Let us hear from you. 

—The Editor 
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000, so that the factory sales value of 
goods made during the period really 
amounts to $1,909,000. If we take the 
factory income from sales of $949,500.00 
and increase this figure by the changes in 
inventories, we would arrive at a figure 
of $1,833,850.00 as the factory sales 
value of goods made, as determined from 
our book records, or actual operating 
statement. This gives us, by the two 
methods of calculation, two different 
values of the same goods. 

Since our factory production records 
should be accurate, the $1,909,000 is 
really the more accurate valuation. There- 


Profit and Loss Statement 


fore, in order to bring these two values 
of the same goods into agreement, we 
have added in the operating statement 
per books, an allowance for profit and 
expense to equalize the value of goods 
made, which in the statement amounts to 
$75,150.00. 

We have now reduced the income of 
the factory on both statements to the 
same valuation, which represents the in- 
come of the factory and it is the factory 
problem to make these goods and sell 
them for this amount of income and real- 
ize a profit. 


MEASURING ACCURACY 


The duty of the remainder of this 
statement is therefore, to measure how 
accurately the factory operations have 
performed this duty. All of the opera- 
tions of the factory, therefore, are in- 
cluded under the caption, COST OF 
GOODS MADE. On this statement they 
are consolidated into material, labor, 
overhead and financial expenses. Of 
course, our reports furnish a detail which 
is obtained from the working trial bal- 
ance. 

After deducting the total cost of goods 
made from the factory sales value of 
goods made, we arrive at a manufactur- 
ing profit on the goods made, which in 
this case amounts to $138,700.00. By 

(Please turn. to page 92) 














Per Books 
Sales: 
Underwear $1,000,000 
Less: Return, Allowance, Discount, etc. 15,000 
NET INCOME FROM SALES $ 985,000 
Selling and Financial Expenses: 
Sales Expense $ 20,000 
Advertising 12,500 
Credit and Collection 3,000 35,500 
FACTORY INCOME FROM SALES $ 949,500 
Add: Incr. in Inventories 
In Process $ 10,000 
Finished Goods 874,350 
Allowance for Profit and Expense to equalize value of Goods Made 75,150 959,500 
Factory SALES VALUE OF Goops MADE $1,909,000 
Cost of Goods Made 
Materials Used $1,217,000 
Labor—Cloth Processing $ 47,000 
—Make Up 2,600 
—Overtime 5,700 55,300 
Garment—Piece Work $227,000 
Day and Make Up 38,000 
Indirect 25,000 
Overtime 15,000 305,000 
Overhead— Manufacturing 155,000 
—Administration 60,000 
Financial—Net of Other Increases—Credit (22,000) 


Tota. Cost oF Goops MADE 


MANUFACTURING PROFIT ON GoopDs MADE 


Deduct: Allowance for Profit and Expense on Unsold Goods 


NET PRoFIT ON Goops SOLD 


$1,770,300 





$ 138,700 
75,150 
$ 63,550 


Costs as Figured on Cost Sheets 


Goods Made: 


Sales Value 


$2,000,000 








Less: Discounts, etc. 30,000 
$1,970,000 
$ 40,000 
25,000 
6,000 71,000 
$1,899,000 
10,000 
$1,909,000 
Variances 
Over Under 
$1,213,000 $ 4,000 
$ 47,000 
2,600 
4,700 51,700 1,000 
$235,000 8,000 
’ 1,000 
28,000 3,000 
16,000 316,000 1,000 
138,000 17,000 
60,000 
2,000 


NorMAL PROFIT $ 
Excess Costs 


ADJUSTED PROFIT 


(20,000) 


—_———= 


$1,758,700 $11,600 





150,300 
11,600 (0.58% of 
—— Goods Made) 
$ 138,700 
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_ There has been a tremendous amount 
of material published on the subject of 
supervision, particularly as a result of the 
wartime need of training men who were 
suddenly thrust into positions of author- 
ity. This material deals largely with or- 
ganization charts, organization manuals, 
procedure manuals, definition of lines of 
authority and responsibility and, some- 
what more recently, the place and tech- 
nique of job evaluation and merit rating 
in its relationship to supervision. During 
the war there was much emphasis on 
training for job knowledge and the de- 
velopment of satisfactory techniques in 
the field of human relationships. 

These are all worthwhile and in them- 
selves probably constitute the _back- 
ground for the establishment of effective 
supervision. In order to avoid repetition, 
I tried to find a less familiar approach 
to this subject, and I recalled a phenome- 
non in leadership that I am sure all of 
us have pit Simply stated, what I 
have noticed is this, that some companies 
with very few of the training techniques 
that I have mentioned above seem to be 
able regularly to develop aggressive su- 
pervision of a very high caliber while 
other companies with complete training 
programs and competent training staffs 
turn out too high a percentage of un- 
imaginative, routine supervisors. In try- 
ing to analyse the reason for this, I think 
you will find that the more successful 
company has an environment or esprit 
de corps that the other type of company 
does not match. 

A supervisor's environment is com- 
posed of hundreds of physical and men- 
tal stimuli that leave their mark on him 
just as surely as do the carefully thought 
out procedures of a formal training pro- 
gram. 

I am going to mention a few of these 
factors and you will undoubtedly think 
of many others. The manner in which all 
of these factors are handled by each com- 
pany will largely determine whether or 
not it has supervision above the average. 

First of all, the attitude of the Board 
of Directors, while it is rarely if ever 
mentioned, can be extremely important. 
If the company is relatively small, and if 
some of the directors are of the promoter 
type, long range organization building 
can be difficult. On the other hand, if 
the directors feel a moral and commu- 
nity sense of obligation toward the em- 
Ployees to the extent of becoming ac- 
quainted with first and second level su- 
pervision, the effect is obvious. In too 
many companies, the Board of Directors 
are a dark, nebulous cloud suspended 


Establishing Effective Supervision 


By Roy Walls 


in mid-air somewhere back of the presi- 
dent’s desk. As they are normally in- 
voked only in times of stress and then 
usually with an implied threat or nega- 
tion, the average line supervisor, while 
he does not know the inhabitants of this 
cloud, feels sure that they have at least 
the rudiments of horns and a spiked tail. 
In a different type of company, the di- 
rectors might feel that after having ap- 
propriated large sums for the physical 
plant, they should become acquainted 
with the second line of supervision that 
would to a large extent determine the 
effective use of this money. Directors 
are a pretty hard working group and in 
the main are willing and eager to do 
this when they realize the effect it will 
have on supervision. 

Probably the most important factor is 
the attitude and operating philosophy of 
the president of the company toward his 
executives. Almost single handedly he 
can determine the tone of leadership. Ef- 
fective supervision calls for more than 
dignified acquiescence on his part. His 
initiation and handling of the things I 
will mention are unquestionably the key- 
stone in building the organization. 


HEALTH EXAMINATIONS 


Physical examinations of the executive 
staff, by the company, is an evidence of 
interest that is of value. Executives do 
tend to go stale, or to overwork, particu- 
larly under the kind of pressure that has 
existed for the past few years and nor- 
mally they are appreciative of interest in 
their welfare. Important as this may be 
in guarding the health of the executives, 
it has a by-product that is seldom thought 
of. Within a month, I have heard the 
president of a large company say, “Yes, 
I have my executives examined because I 
am interested in their health, but I also 
know that the employees under an execu- 
tive who is ill, or below par physically, 
are not getting the proper handling.” 

Association memberships also can in- 
dicate management's thinking toward su- 
pervision. If attendance at worthwhile 


working conferences and association 
memberships are encouraged, dignity is 
added to the position of supervision, and 
the field of work in which it is engaged. 
It is out-of-plant training where a man 
has an opportunity to broaden his vision 
and sharpen his wits against the minds of 
other men. : 

Well organized company associations 
are extremely important. Please note that 
I say ‘well organized.” There is nothing 
that produces a more lackadaisical effort 
on the part of supervision than company 
sponsored meetings at which a brief 
talk is the excuse for the get-together, 
and then the really serious business of the 
meeting starts over a card table. By prop- 
erly organized, I mean enough groups 
so that all levels of supervision or poten- 
tial supervision can meet regularly to re- 
ceive the latest information on the com- 
pany’s problems and prospects, explana- 
tion of policies, technological improve- 
ments, etc. Efficiently organized, such 
meetings afford a flow of information 
from top management down and serves 
to unify the thinking of all so that they 
move toward a common objective. The 
curse of committee organization is poor 
planning, and the curse of no commit: 
tee organization at all is lack of under- 
standing and the wasteful and expensive 
duplication that will occur. The estab- 
lishment of successive levels of such com- 
mittees not only serves as an incentive 
for individual advancement, but tends to 
keep the supervisor on his toes to main- 
tain his standing in the group. Further- 
more, established groups make it pos- 
sible to honor-the entire group through 
the leader. For example, one of the com- 
plaints of foremen and department heads 
is that they have little opportunity to con- 
tribute to management policy-thinking 
when dealing with unions. Yet, how sim- 
ple and effective it would be if the presi- 
dent of the Foremen’s Club were made 
a member of the company’s Negotiating 
Committee. 

While I am talking of associations of 
various kinds, let me mention the trade 
association that almost every company be- 








PERSONNEL PLUS ENVIRONMENT 


The right person in the job, particularly a supervisory post, is essential. But 
that is not all. It is likewise important that the proper environment for effective 
operation be developed. Factors that can make or break the desired healthy 
environment are discussed in this paper by Mr. Walls, who prepared it for de- 
livery before a meeting of the Hartford Control. 
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longs to within its respective industry. I 
realize that commonly there are not more 
than two or three men in an organiza- 
tion that are considered capable of rep- 
resenting the company at such meetings. 
On the other hand, what a wonderful 
training ground, and incentive, attend- 
ance at such meetings would be to the 
men who will at some later day be at- 
tending such meetings in their own right. 

Not all companies prefer to have the 
services of a full time librarian, but it 
would seem possible for management to 
encourage all levels of supervision to 
order books or literature pertaining to 
their respective fields that would tend 
to keep them abreast of latest develop- 
ments. Also, it would seem that what 
sometimes appears to be the avalanche 
of magazines subscribed to by most com- 
panies could be so routed that each su- 
pervisor or potential supervisor receive 
two or three during the month that apply 
to his particular field of work. 

Promotion from within is so commonly 
accepted as being necessary, that it needs 
no special mention except to point out 
that absolute observance of this practice 
would result in relaxation of effort, and 
the next step upward would come to be 
regarded as a right rather than an ob- 
jective to be worked for. 

Another environmental factor that is a 
very potent one is the attitude of older 
employees toward new supervision of 
new potential supervision. Practically all 
of us prefer a seasoned organization with 
a low turnover rate. Admirable as this 
is, it can, and does occasionally boomer- 
ang. A progressive newcomer or a rising 
junior executive, with the best intent in 
the world, may inadvertently antagonize 
such a group and find himself in an in- 
tolerable situation. While this may in it- 
self act as a selective factor, unquestion- 
ably, good men have been lost to organi- 
zations for this reason. Normally, proper 
introduction and clarification of a new- 
comer’s status will usually prepare the 
older group so that there is a wholesome 
attitude on their part. 


ATTITUDE TOWARD ERRORS 


The attitude of top management to- 
ward errors on the part of the executive 
staff can in itself make or break the 
morale of the group. There are some or- 
ganizations where the “Old Man”’ prides 
himself on keeping in close contact with 
all phases of the business and takes a 
delight in de-hiding various supervisors 
for errors in judgment. He believes that 
by so doing, he is ‘‘training” the execu- 
tive staff while actually it is a means of 
feeding his own ego. 

Let’s look at this subject of judgment 
for a moment. It is normally the out- 
standing matk of good supervision. 
While many Job Evaluation Plans vary in 
their approach; and administrative tech- 
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niques may be different, they have this 
in common, they all stop short of ad- 
vanced executive evaluations. Twelve 
thousand dollars is normally the maxi- 
mum, and only rarely does a company 
attempt an evaluation beyond that. We 
commonly accept the fact that above this 
level, the man makes the job, and upon 
analysis, we would probably decide that 
the quality of judgment displayed is the 
determining factor. While some people 
may be born with better judgment than 
others, it is largely acquired through ex- 
perience. In gaining this experience, er- 
rors are bound to occur and if each er- 
ror is sarcastically condemned, the final 
reaction is to do nothing or to handle 
each situation so that other supervisors 
are involved and the criticism cannot be 
centralized. I leave to your own imagi- 
nation the type of supervision that would 
result. To give your supervisors plenty 
of opportunity to make decisions and 
then help them analyze their errors is the 
proper way to broaden them for greater 
responsibilities. 


OVERALL POLICIES 


The overall policies of a company must 
be of such character that each supervisor 
is satisfied to work with them, if not 
actually proud of the advanced thinking 
displayed on the part of his management. 
In this respect, I am thinking not only 
of the policies that may effect company 
personnel, but the policies reflecting the 
thinking in the operation of the com- 
pany’s business. Sharp practices in pur- 
chasing, quality of merchandise shipped, 
financial practices, etc., leave their mark 
on supervision. If a supervisor is forced 
daily to try to “sell” niggardly, paternal- 
istic, sub standard personnel policies to 
the people who work directly under him, 
and also use off-color business procedures, 
this environment will force him either 
to become that type of person—or he 
will rebel and seek employment else- 
where. 

In this regard, we come close to an- 
other topic which is “Pride of Position.” 
Many of the items mentioned above are 
obviously done to induce pride on the 
part of the supervisor. Lest I be accussed 
of promoting tin godism, let me point 
out the following. If we consider the 
old rule of thumb for payment of super- 
vision, the average department head is 
paid 15 to 25 per cent. above the average 
of the top quarter of the people he su- 
pervises. In too many cases this is not 
enough in itself to compensate for the 
headaches and heartaches that go with 
supervisory responsibilities. If your com- 
pany does not indicate by obvious means 
that it is proud of its leaders, then it 
will end up with supervisors that are only 
working for the 15 to 25 per cent. defer- 
ential—and you cannot build good or- 
ganizations on an appeal to bread alone. 


I have also observed that the more 
successful companies have the knack of 
putting the emphasis on the job or the 
work performed, rather than on the su- 
pervisor himself. In other words, praise 
the work done rather than the person 
who did it. I do not know if this is a 
subtle appeal to the creative instinct or 
not, but personally, I would much prefer 
to have what I have accomplished thought 
well of, rather than be praised for what 
I am. 

SOCIAL RELATIONSHIPS 


Anyone .who analyses the position of 
industry today must be conscious of the 
fact that industry is a social force, and 
that each company in an area varies in its 
social standing in much the same re- 
spect as do the individual citizens. 

I have noted the varying degrees of 
pride in their company expressed by 
representatives of different organiza- 
tions as well as the varying degrees of 
respect expressed by lay people in the 
community. Good supervision will in- 
evitably gravitate toward the concerns 
with the best community relationships. 

The physical surroundings leave their 
mark on supervision. While a plush rug 
is not necessary in every office, there is 
a definite lower limit beneath which you 
cannot go. It may be fashionable to be 
poor in times of depression, but do not 
expect first grade supervision to work 
continually with second grade tools. 

There is another characteristic of ef- 
fective supervision that seems to be 
purely American. While it is difficult to 
define, let’s call it a sense of ‘‘going 
somewhere.” Its presence or absence is 
quite noticeable in any organization. If 
you try to define it, it seems to amount 
to a common awareness of progress on 
the part of each executive—a feeling that 
the concern is moving ahead and that 
each supervisor must contribute his share 
or he will be left behind the procession. 
It is mentally stimulating to work in such 
an organization and good supervision 
will fight to get into such a company. 
In this field, particularly, the leadership 
qualities of the president are apparent. 

Attitude of supervisors of equal levels 
toward each other is an environmental 
factor so powerful that it can almost be 
smelled by just walking through an office. 
Even an average salesman can tell you a 
lot about an organization by the time 
he has cleared through the hands of the 
purchasing agent, chief engineer and 
production man and notes the way they 
refer to each other. To be very practical 
and a little facetious, a certain amount 
of potshoting between supervisors may 
be accepted as legitimate, and might even 
act as a stimulus, but ordinarily, any deep 
seated feeling between supervisors of the 
relative contribution of their departments, 
can only result in building good politi- 
cians but poor leaders. 
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In talking of these environmental fac- 
tors and saying that good supervision 
will result from certain practices, 1 am 
assuming that the proper selection is be- 
ing made in the hiring of personnel and 
that proper placement amounts to some- 
ing more than a phrase. Only if suffi- 
cient potential is put in at the bottom 
can superior performance emerge from 
the top. It is tragic to feed good material 
into an organization only to see it wither 
and die because of improper environment. 
Most of us interpret our thoughts in 
terms of our hobbies. Being an amateur 
flower gardener, I have frequently en- 
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countered an analogy to this. I have had 
considerable experience with what, in 
all seriousness, the real estate agent who 
sold me my place called loam. My own 
definition of this loam is that it is three 
parts stone, two parts gravel and one 
part highly acid muck. I have found that 
if I put an average healthy plant into an 
unprepared spot in my garden, that it 
will promptly die. If I put in a high 
grade plant that has been bred for genera- 
tions for strength and vigor, it will die. 
However, even the poorest plant will 
grow into a thing of beautiy if the 
proper environment is provided. 


Distribution Costs: Analysis and Control 


Excerpts from an address by J. Brooks Heckert, 
Professor of Accounting, Ohio State University. 
Presented at the Automobile and Aircraft In- 
dustry Conference of the Fifteenth Annual 
Meeting of the Controllers Institute of America. 


Too many executives know merely how 
much it costs to carry on business as a 
whole, without knowing the cost of per- 
forming specific operations or securing 

articular results. A sales manager may 
be told that his selling costs are too high, 
but such a statement is of no great help in 
reducing them. Before they can be re- 
duced they must be analyzed to the point 
where it is known just what operations 
are too costly or unproductive and who is 
responsible. An executive cannot base in- 
telligent action on generalities; he must 
have specific facts. 

This situation can be met through 
analysis by functional operations. Here it 
is necessary first to resolve the distribution 
activity into specific functional operations 
—such as typing mail orders, cost per 
salesman’s call, computing freight equali- 
zation, and the like. A standard cost is 
then established for each operation, and 
actual costs are determined and adverse 
variances are reported and corrected. 

The functional analysis not only serves 


as a control device but also facilitates the _ 


analysis of costs by manner of application. 
Through the latter it is possible to deter- 
mine the distribution cost of different ter- 
ritories, commodities, customers, channels, 
operating units, order sizes, and so on. 

If a complete analysis of all costs is re- 
quired, executives must be warned of the 
extent to which arbitrary allocation has 
been necessary. There are instances, how- 
ever, in which the analysis must be com- 
plete, as for example, in the preparation 
of defense material for hearings before 
the Federal Trade Commission. 

Accountants and executives should bear 
in mind the fact that the Robinson—Pat- 
man Act and the various state unfair trade 
practices acts are still on the statute books 
and that compliance with these necessi- 
tates a detailed analysis of distribution 
costs. These acts have been largely inac- 
tive during the period of price stabiliza- 


tion, but they will be quickly invoked 
once competitive interest is revived. 

This is no time for complacency in 
American business management. We must 
be better than we have ever been before. 
This may be a period of political inepti- 
tude, but there must be no mangerial in- 
epititude. We have a social responsibility 
to increase our efficiency and a terrific 
worldwide competition will soon compel 
it. 

There is still room in most concerns for 
a wide improvement in the direction of 
distribution effort and the control of its 
costs. As controllers we should lead in 
this effort. 

To test our individual positions we 
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should see if we can answer favorably 
such questions as the following: 


1. How much do we spend for the various 
distribution functions selling, advertising, trans- 
portations, handling and storage, credit, and 
finance? Are the importance of these functions 
fully realized? 

2. Have these activities been resolved into 
specific functional operations for which stand- 
ard measurements can be established, costs de- 
termined, and individual responsibility as- 
signed. 

3. Do we have a program of performance 
standard by which to measure the important 
elements of the distribution costs? 

4. In general can the marketing executives 
depend on our reports to reveal weakness in 
distribution performance? 

5. Do we know the amount of distribution 
effort that should be directed to each of our 
territorial units, customer groups, and com- 
modity groups; and how much is being di- 
rected to each? Are our marketing executives 
promptly informed of maladjustments? 

6. Are our marketing executives promptly 
informed of unprofitable customers, commodi- 
ties, territories, order-sizes, etc. 

7. Do we as controllers have anybody on our 
staff whose responsibility it is to know the mar- 
keting program and problems of our company 
or are we so involved in taxes, regulations, ma- 
terial shortages, labor relations, and production 
difficulties that marketing is disregarded ? 

8. Are our various lines intelligently priced 
when all the time-honored discounts and allow- 
ances are considered ? 

9. Do price differentials to customer classes 
reflect the actual cost differentials? 

10. Do our reports to distribution executives 
contain routine statistical and accounting data 
or are they largely narrative comment on cost- 
result relationships, significant trends, and off- 
standard performance and responsibility. Do 
these reports interpret the data to the point of 
motivating action? 


New Chemical Developments in Industry 


Excerpts from an address by Dr. G. P. Vincent, 
technical director, Mathieson Alkali Works, 
Inc., New York. Presented at the Chemical In- 
dustry Conference of the Fifteenth Annual 
Meeting of the Controllers Institute of America. 


Increasingly each year, petroleum serves as a 
source of chemical raw materials. At one time 
there was a sharp distinction between the 
chemicals obtained from coal tar and the chem- 
icals produced from petroleum. The term “‘aro- 
matic chemicals” was synonymous with coal-tar 
derivatives. Now many of these chemicals are 
made from petroleum, and it is in fact claimed 
that the petroleum industry is able to supply all 
the demands for aromatic solvents, a province 
which only recently was in the possession of 
the coal tar industry. 

While our utilization of petroleum is ex- 
panding, far-reaching results to our economy 
may result from a new process which may even- 
tually supplant petroleum as a source of gaso- 
line. This process produces synthetic gasoline 
from natural gas. Our supply of petroleum is 
diminishing, but our reserves of natural gas are 
very great. The natural gas is burned with oxy- 
gen, obtained from the air, to produce a mix- 
ture of carbon monoxide and hydrogen, other- 
wise known as city gas. This mixture is then 
reacted to produce gasoline. Since city gas can 
be produced from coal, the process as a whole 
may be considered a coal-to-gasoline conversion. 
The process can provide, therefore, an adequate 
supply of cheap gasoline and city gas for cen- 
turies to come. In addition, as by-products, the 


process yields quantities of oxygen and hydro- 
genated hydrocarbons, which may be used as 
cheap raw materials in the chemical and other 
industries. 

These chemical innovations make coal and 
petroleum interchangeable, and thus make pos- 
sible a much more flexible use of our natural 
resources. The organic chemical industry need 
no longer be tied so closely to coal deposits, 
nor the gasoline industry limited to petroleum 
areas. Any area accessible to coal, petroleum or 
natural gas becomes a potential center of either 
of these important industries. 

This will obviously have the effect of de- 
centralizing our chemical industries and encour- 
aging the relocation of other industries. De- 
centralization of industry will help solve such 
pressing problems as labor scarcities and trans- 
portation congestion. The economic benefits, 
locally and nationally, of decentralization of 
any industry have been described too frequently 
to bear repetition here. This new-found flexi- 
bility of the organic chemical industry offers 
many economic advantages to business and 
strengthens substantially the military security of 
our country. 


“Cash in hand” for Americans increased over 
three and a half times during the period of 
World War II, according to a Twentieth Cen- 
tury Fund study. Money in circulation rose 
from $7 billion in July 1939 to $26 billion in 
April 1945. 











Corporation reports to stockholders 
have gone through a period of evolution 
during the past decade. This evolution in 
the form and content of corporate reports 
is due in large measure to the change in 
the viewpoint behind the report. In many 
cases in past years, the purpose of a 
corporate report to stockholders was to 
present a series of facts in the form of 
financial statements and comments. Many 
of these older reports consisted of simply 
a letter of transmittal and a series of con- 
densed financial statements. Where ex- 
planatory comments appeared in the re- 
port, they were often in the form of 
many closely worded paragraphs or col- 
umnar tabulations and statements which 
would be difficult to comprehend even 
after exhaustive study. 

In recent years there has been a con- 
siderable trend toward simplified, under- 
standable reports. Progress in this respect 
has been especially great in the last five 
years. Management is becoming more 
and more conscious of its relationships 
both to its stockholders and to its em- 
ployees in addition to its customers. To- 
day it can be said that the purpose of the 
preparation of corporate reports is to 
make the corporate operations clear and 
simple to the reader rather than merely to 
present the bare facts without thought as 
to their comprehension. 

These new techniques in visual presen- 
tation in corporate reports are especially 
apparent in the following improvements: 


1. Better typography in the printing of 
the report which makes it easter to 
read with less expenditure of effort by 
the reader. 

2. Greater attention to the arrangement 
of content and layout to make the re- 
port pleasing to the eye, attention-get- 
ting and interest-provoking. 

3. Increased use of visual methods of 
presentation of information, such as 
charts, graphs and pictures to supple- 
ment or replace accounting Statements, 
columnar tabulations and extensive 
textual commentaries. 

4. Widespread use of explanatory and 
interpretive material to evaluate the 
purely factual financial data. 


The widespread use of graphic meth- 
ods in the presentation of business facts 
is evidenced by the following techniques: 


1. Charts and graphs depicting past ac- 
tivities, and perhaps indicating pos- 
sible future developments. 


Trends in Corporate Reports 
to Stockholders 


By Sidney Lieberman 


2. Cartoons and pictorial sketches at- 
tempting to humanize factual infor- 
mation. 

3. Photographs of products, plants, and 
interesting phases of a company’s 
work, 

. Organization charts for both em- 
ployees and the corporate structure as 
well as flow charts for the steps in the 
manufacturing and operating proc- 
esses. 


a 


The following comments are restricted 
only to the use of graphic presentation in 
reports to stockholders. These principles 
should be followed in the effective uti- 
lization of graphic means for presenta- 
tion of factual data to readers of corpor- 
ate reports: 


1. The information should be kept as 
simple as possible and should be pre- 
sented in the form that can be best un- 
derstood by the reader. 

. The chart should give the reader all 
the information that he needs to un- 
derstand its meaning but should not 
present meaningless facts and figures. 

3. A minimum of facts should be pre- 
sented on each chart, and the reader 
Should be expected to draw only a 
minimum number of conclusions from 
each chart. 

. The chart should be presented on the 
level of the reader with his specific in- 
terests and experience in mind. 


No 


as 


The old proverb that one picture is 
worth a thousand words is still true, but 
a clear picture is worth more words than 
a clumsily prepared picture. 

One of the primary requirements of 
good graphic presentation, is that the in- 
formation must be presented with suffi- 
cient clarity to be understood. Since the 
purpose of the graphic presentation is to 
impart information and in some cases to 
induce one to take some action, a report 





should be designed for the specific pur- 
pose of being understood by the reader 
and causing him to take whatever action 
is desired. If no specification is indicated, 
the corporation will want the reader to 
take action by increasing his appreciation 
of the effectiveness of the management, 
by becoming aware of the quality of the 
product of the company, and either pur- 
chasing it or recommending its purchase, 
or perhaps just by taking a more personal 
interest in the affairs of the company and 
in its future. Mere “facts for facts sake” 
should never be the object. 

Charts should be prepared with suffi- 
cient details to satisfy the requirements 
of the report reader and poet not con- 
fuse him by the needless presentation of 
information too detailed or technical to 
be understood, or beyond the reasonable 
requirements of the reader. 

As an example of this, attention may 
be called to the fact that the requirements 
of certain individuals may be satisfied by 
the presentation of charts showing data 
to the nearest million dollars whereas 
other cases may be satisfied only by the 
presentation of information in much 
more detailed units. The same standard 
applies to the time factor, where weekly 
data may be necessary to internal admin- 
istrative management as against the need 
for annual data for stockholders. 

Similarly, presentation of graphic in- 
formation should be so simplified as to 
concentrate attention upon the facts por- 
trayed by the chart, rather than upon the 
intricacy of the chart. A good chart is one 
that is easily understood. Attention 
should be focused upon the content of 
the chart—never upon the chart itself. 

The information presented on each 
chart should be restricted to a minimum 
because the human mind can comprehend 
only a few thoughts at a time. A common 
fault of some charts is the attempt to 


(Please turn to page 94) 





reports are both timely and pithy. 





CHARTS NEED STUDY 


The trend toward improved annual reports by corporations has sometimes 
| been deflected by an improper understanding of what an “improved” report 
| should attempt to do and how it should try to achieve its goal of better under- 
standing. The author, who presented these views based on experience in the 
field of charts, before the December meeting of the Bridgeport Control, is presi- | 
dent of Chart-Facts, New York. His observations on the proper use of charts in 
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Scanning the Controllership Scene 








No Pay (Ho-Hum) for Sleeping Time! 


Holding that “time spent in sleep is not compensable,” the United 
States Circuit Court of Appeals recently reversed a lower court 
award of $276,619.16 to fifty-three firemen at the Elwood, Illinois, 
ordnance plant for time spent in slumber. The firemen remained 
at the plant on a twenty-four-hour basis and were paid for a sixteen- 
hour day, the Associated Press reported. Federal Judge John P. 
Barnes had upheld their contention they were entitled to compen- 
sation for sleeping time because they were on-call, if needed, during 
those hours. 


Civilian Disability Record Worse Than War 


During the war there were 265,000 American servicemen dis- 
abled by combat but during the same period accidents or dis- 
ease disabled 1,250,000 civilians, Dr. Howard Rusk, head of 
the Department of Rehabilitation and Physical Medicine at 
New York University College of Medicine, and associate editor 
of the “New York Times,” disclosed recently in a radio broad- 
cast sponsored by the Commerce and Industry Association of 
New York. Emphasizing the need for greatly enlarged rehabilt- 
tation facilities, Dr. Rusk also stated that there were 17,000 
major amputations among servicemen compared with 120,000 
among civilians during the war. 


Prosperity Ingredients Are Outlined 


A three-month study of the basic ingredients of sustained 
prosperity for the next five years, as announced by the 
First Boston Corp., reveals findings that differ radically 
from prevalent opinion. For example: 


Interest rates will remain between 2.35 and 2.50 per cent. despite 
the many predictions of higher rates; 

Total needs of net capital will average about 2 billions a year; and 

Governmeni expenditures between 28.5 and 30 billions could pro- 
vide both budgetary and cash surpluses. 


In announcing the survey, Colonel Allan M. Pope, pres- 
ident of the corporation, said that the major search for pros- 
perous business conditions led to the flat prediction on in- 
terest rates and that “a lot of teamwork” between all inter- 
ests was necessary to achieve the prosperity level because of 
an expected drop in the general price level with national in- 
come still held to about the 1946 rate. 

The study assumed that the inflationary threat was a thing 
of the past and calls for a labor-management harmony based 
on real income gains essentially through production rather 
than through more and more wage demands. 


Urge Insurance of Human Assets 


Although businesses recognize the need of insuring physical as- 
sets, it is a strange paradox, notes the Taxes and Estates bulletin 
of the Chemical Bank & Trust Co., of New York, that they neglect 
to provide protection against the deterioration of human assets. 
Continuing, the bulletin points out that some of the hazards against 
which machinery and buildings are insured never happen while re- 
tirement or death of the human assets is certain to occur. 

The bulletin cites the case of an enterprise which was a few years 
ago deprived of its founder and president through death. 

“For four years,” the bank continues, “it floundered along, lack- 
ing the strong hand and rich management experience of its deceased 
founder. Its credit contracted, plant and machinery deteriorated, 
orders dwindled, talented personnel sought better opportunities, 
and the company faced bankruptcy.” 

Then a new vice-president and general manager was brought into 
the business who swiftly changed the company’s fortunes. Subse- 
quently, the company’s awareness of the new manager’s value to it 
was demonstrated, the bank said, “when the directors announced 
that the corporation had insured his life in favor of the company 
for $100,000. At the same time, it insured the lives of several other 


key officers for amounts varying with its estimate of the probable 
loss the company would sustain in the event any of these men should 
die.” 


Small Department Stores’ Sales Are Rising 


Departmental merchandising results in small department 
stores, covering the years 1944 and 1945 by months and for 
the years, are included in a report published by the Bureau of 
Business Research, School of Business Administration of the 
University of Michigan, Ann Arbor, Michigan. The author of 
the study is Edgar H. Gault, professor of marketing at the Uni- 
versity. The average sales volume of the small department 
stores studied approached $2\, millions in 1945. The study in- 
dicates that in recent years the volume of sales for these stores 
has had a regular annual increase of 14 to 15 per cent. over 
the preceding year. 


Light on Taxes (and vice versa) 


That well-known “anti-bulb snatching” advertising cam- 
paign is paying off. People are buying more bulbs. The Fed- 
eral government collected $3 million in excise taxes on elec- 
tric light bulbs and tubes in 1942. In 1946 that tax brought in 
almost $17 million. 


Costs and- Public Works Activities 


In public works operations, direct relationships can be drawn 
between cost and accomplishment. The expense of resurfacing a 
square yard of payment, of collecting or disposing of a ton of 
refuse, of cleaning a mile of street, and of performing similar work 
units can be computed according to the cost of labor, materials and 
supplies, equipment, and overhead. Although governmental cost 
accounting commonly is considered a technical subject, the oppor- 
tunities which it presents for economical government are so great, 
declares. The Tax Foundation, that civic groups should acquaint 
themselves at least with its broader principles. Unit costs are al- 
most an absolute necessity in translating work programs into accu- 
rate budgets although probably their principle value lies in their 
use in spotting inefficient operation. By comparing the unit costs 
with those in other cities and with prior years in the same city, 
it is possible to tell when the cost of any activity is out of line. 


Bank Wage Scale Rises 


In keeping with current practice among banks, the Federal 
Reserve Bank of New York recently announced a 10 per cent. 
increase for all its 4,000 employees and certain junior officers. 
The increase, retroactive to October 1, while granted in recog- 
nition of the increased cost of living, will be incorporated in 
the base pay. Earlier increases, beginning in the fall of 1941, 
have generally been termed “supplementary compensation,” al- 
though they also have since been included in the base. The 
latest rise brings the total advance to the bank’s employees since 
early 1941 to approximately 37Y, per cent. Junior officers 
affected by the increase, it is understood, includes those in the 
“in-between” group, receiving salaries above $5,000, but less 
than $10,000 per annum. Several commercial banks in the 
New York area, reports the "New York Times” have recently 
announced wage boosts. 


What About A. Lincoln? 


An “unusual overtime feature” providing double time for 
all work “performed on February 12, the birthday of John 
L. Lewis,” is contained in an agreement signed with a Hunt- 
ington, West Virginia, manufacturer, according to the United 
Construction Workers News, District 50, United Mine 
Workers. 
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Labor Official Suggests ’47 Slogan 


A “good day’s work for a fair day’s pay” should be labor’s 
slogan in 1947, according to Harry C. Harper, Commissioner 
of Labor for New Jersey. “Today a segment of labor is be- 
ing criticized because of the actions of some trades in failing 
to realize that the good-will not only of the employer but of 
the people can be lost if labor shirks its responsibility.” Mr. 
Harper told a trades council, “This would be disastrous.” 


Why Checks Should Clear at Par 


The fact that approximately 85 per cent. of all banks in the United 
States now clear all checks at par clearly proves that exchange 
charges are neither desirable nor necessary for the maintenance of 
sound and healthful banking conditions, declares the National Asso- 
ciation of Credit Men, which points out that over 90 per cent. 
of the settlements of all business obligations are accomplished 
through bank checks, which in fact, constitute the principal cur- 
rency of our country. As such principal currency, all checks drawn 
on banks in the United States and presented therein for payment, 
either directly or indirectly, should be bankable at par. 

“Exchange charges,” the Association maintains, “increase the 
bookkeeping, clerical work and unpredictable expense of banks 
and business firms, impede the preparation and handling of bank de- 
posits, and constitute a hindrance to the free and unhampered flow 
of business. 

“Exchange charges tend to create unethical and harmful competi- 
tive banking practices such as absorption of exchange and circuitous 
routing, causing delay in the clearance of checks. 

“Exchange charges are imposed upon the acceptor of a check 
rather than upon its maker, the party primarily served by the 
bank. Such bank should act as an agency for its depositor’s pay- 
ment of his obligations, by checks drawn against his account, and 
not for the creditor’s collection thereof. 

“Every check tendered in payment for services or goods re- 
ceived should be bankable at 100 cents on the dollar.” 

On August 31, 1946, of the 14,037 banks in the United States 
there were 11,940 banks on the Federal Reserve Par List of which 
6,893 are members and 5,047, non-members, of the Federal Reserve 
System. The number of non-par banks decreased from 2,710 as of 
December 31, 1942 to 2,097 as of August 31, 1946, a reduction of 
613 in the last three years and eight months. 

All banks in the District of Columbia and the following 24 states 
are on the Federal Reserve Par List: 


Arizona Kentucky New York 
California Maine Ohio 
Colorado Maryland Oregon 
Connecticut Massachusetts Pennsylvania 
Delaware Nevada Rhode Island 
Idaho New Hampshire Utah 

_ Indiana New Jersey Vermont 
Iowa New Mexico Wyoming 


Rise in College Job Placement 


Business and industry are expected to employ more than 
51 per cent. more inexperienced college and university gradu- 
ates in 1947 than they did in 1940, according to Frank S. 
Endicott, Northwestern University’s director of placement. Ad- 
dressing a conference of 50 business and industrial personnel 
executives, he reported that a survey of 110 companies showed 
that the greatest need in 1947 would be for engineers. 


Why Companies Fail 


Extensive analysis over many years has brought out the fact 
that most of the larger companies (tangible net worth over 
$500,000) which become financially embarrassed, declares W. J. 
Donald, managing director of National Electrical Manufacturers 
Association, do so because they: 


(1) Carry an excessive investment in fixed assets. 
(2) Incur a top-heavy debt structure of current liabilities. 


Smaller enterprises become involved, Mr. Donald also points 
out, in a recent study of “Financial and Operating Ratio Sur- 
veys by Trade Associations” (published by American Trade As- 
sociation Executives, Washington, D. C.), not only from the 
above errors but also as a result of: 
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(1) Inventories that are out of all reasonable proportion 
to the size of the business and the net working capital. 

(2) Unwise extension of credit resulting in heavy bad debt 
losses. 

(3) Payment of excessive dividends or withdrawals. 

(4) Top-heavy loans to officers, directors or employees. 


Expense Factor Hits Rail Earnings 


Although the railroads received a recent increase of 17.6 per 
cent. in freight rates, which became effective on January 1, many 
of the nation’s railroads, on the basis of anticipated traffic, are 
going to have difficulty in operating at a profit in 1947, declared 
J. H. Carmical, in “The New York Times,” recently. Despite the 
fact that the increase virtually was what the railroads sought in 
their petition to the Interstate Commerce Commission last April, 
it fails to take into consideration some additional costs which the 
carriers will have to shoulder, it is pointed out. The Crosser Act, 
enacted by the last Congress and also effective on January 1, levies 
an additional payroll tax on the railroads which is estimated at 
$90,000,000 yearly. In addition, costs of materials and fuel still 
are advancing, and there is the probability that the railroad unions 
may demand a further wage rise and changes in working rules 
which will add to operating costs. 

In their efforts to make ends meet, the railroads have put into 
effect as much efficiency as possible with their present equipment. 
In addition, they are getting new equipment as rapidly as possible, 
including Diesel locomotives, and this may improve their efficiency. 
This equipment is more costly and it will require several years to 
make the complete change-over. With railroad earnings at a low 
level, the same writer declares, some difficulty may be encountered 
in financing it. 


$9 Billions in WAA Inventory 


The War Assets Administration announced late in Decem- 
ber that it collected almost $200,000,000 for surplus property 
sold in November. The agency also received $255,295,000 
worth of property from other agencies to sell as surplus. The 
WAA inventory at the end of November was $9,106,166,000. 


The Carrot and the Stick 


“The human donkey requires either a carrot in front or a 
stick behind to goad it into activity. It is fashionable at the 
moment to argue that the carrot is the more important of the 
two: “incentive” is the watchword, and all classes of the com- 
munity are busy arguing that if only they are given a little bit 
more in the way of incentive (at the expense of the rest of the 
community) they will respond with more activity. From miners 
to company promoters, the basic argument is the same. And no 
doubt, within limits, it is quite correct: a bigger carrot would 
make the donkey move a bit faster. But it is probably more 
realistic (though it has that touch of brutal cynicism that is so 
much frowned upon these days) to hold that the stick is likely 
to be more effective than the carrot. It may be true that one rea- 
son why people will not work hard is that they can buy so 
little with their wages. But it is much more true that they will 
not work because the fear of the sack has vanished from the 
land and because the Bankruptcy Court is a depressed area. 
However, it is not necessary for the present purpose to argue 
the respective potencies of the carrot and the stick; it is enough 
to agree that, if an active and progressive economy is to be 
founded on the frailties of human nature, both are needed.” 

That excerpt from “The Economist,’ a British publication, 
is the best message for the new year of 1947 that the old year 
of 1946 developed. It deserves an immediate second reading. 


“What's in a Name? 


Strikes have been three times as widespread and one and a quar- 
ter times as costly to the national economy since passage of the 
Wagner Act, Department of Labor figures show. The average num- 
ber of strikes has been 237 per cent. higher; average number of 
employees affected 177 per cent. higher, and average man-days lost 
26 per cent. higher. 

The Wagner (National Labor Relations) Act is entitled “An Act 
to diminish the causes of labor disputes. ... . 3 

—PauL HAASE 





Our government made drastic efforts 
to prevent a sharp rise in prices, but its 
attempts at price control failed and had 
to be abandoned, with one exception. Al- 
most all prices have skyrocketed since pre- 
war but one. Strangely, a rise in this price 
would make it easier to keep other prices 
down. For it would result in greater pro- 
duction and lower costs. I refer to the 
ptice of managerial brains. 

Several years ago the C.I.O. published 
a study of war profits in the aircraft in- 
dustry. It purported to prove that air- 
craft stockholders had enjoyed an increase 
of several hundred per cent. in their 
equity and managers had received large 
salary increases and bonuses, whereas the 
workers had received only moderate in- 
creases in income. I analyzed this study 
and found it was dead wrong about the 
managers. Its mistake was ignoring the 
increase in personal income taxes. After 
adjusting for taxes, I found that aircraft 
workers had substantially higher income, 
stockholders had received large dividends 
and had greatly increased their equity, but 
the managers had suffered a reduction in 
income after taxes. 

One manager, for example, generally 
considered one of the three best in the 
aircraft industry, has increased the market 
value of his company’s stock five-fold but 
has been able to accumulate nothing sub- 
stantial for his family. By hard work and 
shrewd judgment, he has made over $30 
million for his stockholders but not even 
$1 million for himself. Nor can he see 
much hope of building up an estate for 
his family while the United States Treas- 
ury maintains a ceiling on his salary by ex- 
acting over 85 per cent. of every increase 
in salary or bonus through the personal 
income tax. 

This price ceiling is driving good man- 
agers out of large business organizations, 
where their talents can be used most ef- 
fectively, into very small organizations 
where much of their ability is wasted. For 
an unusually good manager can accumu- 
late a large estate by working for a small 
organization where he can acquire a large 
block of stock at a low cost and then make 
this stock worth substantially more by 
building up the company. When he sells 
stock in the small company, he is taxed 
only 25 per cent. on his gain, whereas he 
is taxed around 85 per cent. on any gain 
in salary or bonus. Why should a man 
with unusual ability be willing to man- 
age a business employing several thousand 
workers when two-thirds of his salary 
and 85 per cent. of salary increases and 
bonuses go to the tax collector? It would 
be better from his viewpoint to work for 


Thawing the Frozen Price of Brains 


By Clinton Davidson, Jr. 


a small business, employing a small num- 
ber of workers and paying dividends to a 
small number of investors, instead of 
working for large numbers of workers 
and stockholders. 

In order to stop the stripping of large 
business organizations of their best man- 
agers, we must find a way to take the 
ceiling off the price of brains. I shall, 
accordingly, discuss various ways to raise 
the price of managerial brains. 


Ignorance of Management’s Value 

The reason why we still have a ceiling 
ptice on managerial brains whereas we 
would not tolerate ceilings on other 
prices any longer, is that very few peo- 
ple. realize the value of good manage- 
ment. In fact, stockholders are frequently 
as ignorant of the value of managerial 
brains as laborers and politicians. Until 
the public is properly educated in regard 
to the value of good management, spe- 
cial plans for giving top management ade- 
quate incentive which are not defeated by 
the tax laws, must be worked out. 

I learned the value of good top man- 
agement the hard way—by making a big 
blunder through ignoring it. My first 
job in Wall Street was with a statistical 
organization employed by a Stock Ex- 
change firm owned by members of the 
duPont family. This organization was 
asked to make an independent study of 
the U. S. Rubber Corporation, which the 
duPonts had bought around 1929. Be- 
cause of my special training in economic 
and financial analysis, the statistical or- 
ganization gave me the responsibility of 
preparing this report. My conclusions— 
all reached by careful and intensive analy- 
sis—were that the rubber industry was a 
bad industry to be in and that U. S. 
Rubber was one of the least desirable 
companies in that industry. In other 
words, the duPonts had made a mistake 
in buying the company and would do well 
to get out of it if they could. 

Although the analytical work done in 
this report received commendation, it 
caused a loss of potential profits on the 






part of some investors who read the re- 
port. Because the company was an un- 
attractive company in an unattractive in- 
dustry, I recommended to everyone who 
asked me, the sale of this stock. As you 
know, the stock later appreciated sub- 
stantially and is now considered just 
about the best in the industry. 

Ignorance of the value of duPont man. 
agement was responsible for my blunder. 
I should have known what one investor 
told me after reading my report: “I am 
going to buy U. S. Rubber because I have 
faith in duPont management, which can 
make a good investment out of anything, 
no matter how bad it looks.” That is 
exactly what the duPonts did with U. S. 
Rubber. 

I have been told a number of times 
that the duPont family is the shrewdest 
industrial family in the world. Perhaps 
this family’s shrewdness lies in the value 
it puts on exceptional managers. The du- 
Ponts look for the best men to run their 
companies and have been willing to pay 
them substantially more than they could 
get anywhere else. The duPont companies 
have quite liberal incentive plans for their 
managers, which have enabled many of 
them to accumulate large estates. 

An investment counsel organization 
with which I have had considerable ex- 
perience—Fiduciary Counsel, Inc.—has as 
its motto: “Management Is Everything.” 
Its analytical reports devote considerable 
space to study of the men who manage 
the company being analyzed. Frequently 
a change in management from bad to 
good has made a company suitable for in- 
vestment in the opinion of this organiza- 
tion, and conversely the loss of good man- 
agement has made a company unsuitable 
for investment. 


How Brains Have Been Paid For 
Many companies have continued to en- 
joy exceptionally good management be- 
cause they have realized the value of 
brains and have been willing to pay lib- 
erally for them. Exceptional brains are 
not only worth high salaries but secure 








“THE ICEMAN STAYETH” 


Paraphrasing the title of Eugene O’Neill’s current drama, “The Iceman | 
| Cometh,” one is moved to ask, after reading Mr. Davidson’s review of present 
| penalties to managerial incentives, how long the condition can prevail without | 
| seriously impairing business and economic, as well as social, progress. It ap- | 
pears to be high time for the government to “defrost” the current situation. 
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It’s no secret that... 


FIDELITY LOSSES ARE INCREASING 
BOTH IN FREQUENCY AND IN SIZE 


What does this mean to Employers? 


Losses ranging from tens of thousands to nearly a million 
dollars, due to employee dishonesty, have recently been 
reported in the press. 


Such disclosures testify, as never before, to the growing im- 
y 2 g 
portance of Dishonesty Insurance for both large and small 


employers. 


In many instances of employee embezzlement or forgery the 
amounts of Dishonesty Insurance protection have been only 
a fraction of the discovered losses. Thus many employers have 


been entitled only to fractional reimbursement for large losses. 


First suggestions to keep an employer from suffering such 
embarrassment are: (1) frequent audits; (2) careful selection 
of personnel, and, most important of all, (3) a survey of over- 
all Dishonesty Insurance requirements which we, through our 


agents or the employer’s broker, will gladly make. 


ACT NOW ... DON’T WAIT UNTIL A LOSS STRIKES! 


AMERICAN SURETY COMPANY 
NEW YORK CASUALTY COMPANY 
Affiliate: SURETY FIRE INSURANCE COMPANY 


Dependable As America 
100 Broadway New York 5, N. Y. 
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better results if they have a large incen- 
tive to spur them on. In the past, two 
types of incentives have been used in 
general: (1) the bonus; (2) stock op- 
tions. 

The bonus has been used so extensively 
that it is not necessary to take time to 
explain it. Stock options have also been 
used extensively. There are many cases 
where stock options are more desirable 
than bonuses. Stock options are especially 
pteferable for a large corporation whose 
stock has a very good market. 

One advantage of the stock option is 
that it rewards the manager on the basis 
of the long-run value of his management 
instead of on the level of current and 
perhaps temporary profits. A foresighted 
manager may do things to reduce profits 
temporarily in order to make possible 
substantially larger profits in the future. 
For example, replace inefficient equip- 
ment before it is fully depreciated, or de- 
velop new products as a hedge against a 
waning demand for the old products in 
the future. Since stockholders look into 
the future in determining the value of 
their stock, they frequently bid the price 
of a company’s stock up while its earn- 
ings are going down if it is probable 
earnings will rise later on. The manager 
holding a stock option accordingly has 
more incentive to manage his company 
from the long-run point of view than has 
a manager with only a bonus. Conversely, 
bad management might receive an un- 
earned reward under a bonus plan if 
earnings rose temporarily while the out- 
look for future earnings was deteriorat- 
ing. With options managers don’t benefit 
until stockholders benefit, and there is 
complete identity of interest. 


Stock OPTIONS RULING 


Until about a year ago, stock options 
were becoming increasingly popular be- 
cause gains realized through them were 
taxed at a rate of only 25 per cent. where- 
as bonuses were frequently taxed at a rate 
of 85 per cent. Recently, however, the 
Treasury has ruled that gains on options 
are the same thing as current income and 
are taxed at the full personal income tax 
rates when the options are exercised. As 
a consequence of this unusual ruling, 
stock options now, just like bonuses, 
largely benefit the government instead of 
the corporation executives for whom the 
benefits were intended. 

If we expect to retain the best man- 
agers for the operation of our largest 
businesses, we must work to persuade the 
Treasury and Congress to change the tax 
laws and regulations so as to make these 
incentives true bonuses for the executives 
instead of bonuses for the government. A 
number of organizations have been work- 
ing toward this end. The main obstacle 
to their success is the fact that people 
do not realize the value of exceptional 
management. 
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New Ways To Pay for Brains 

A number of corporations for whom I 
and my associates have done special work, 
have been greatly concerned about this 
problem of keeping their best managers. 
We have accordingly considered a num- 
ber of special plans to make it possible 
to provide the proper incentive for their 
best managers in spite of present tax rates 
and regulations. 

The basic ingredient in all of these 
plans is the acquisition by the managers 
of a security which has all the advantages 
of an option without its tax disadvantage. 
The chief characteristics of an option are: 
(1) it costs the manager nothing or al- 
most nothing to acquire it; (2) it enables 
him to cash in on appreciation in the cor- 
poration’s common stock. It is the first 
characteristic that is most difficult to du- 
plicate in any other type of security. 


Incentive Plan I—Stock On Margin 

One plan frequently used by small 
closely held corporations is the acquisi- 
tion of common stock in the company by 
the manager with borrowed money. In 
some cases the money is borrowed from 
the company itself, in other cases from 
the owners, and in still other cases it is 
borrowed from banks but the note is 
endorsed by the company or by its own- 
ers. This plan frequently has a provision 
that the corporation will buy its stock 
back from a manager at its purchase price 
at any time the manager desires. The 
purpose of this provision is to assure the 
manager he will not lose anything if the 
stock goes down. In the light of the pres- 
ent attitude of the Treasury, it is doubtful 
that this plan will always hold water. 
For example, it could be contended that 
the manager did not really buy the stock 
until the loan was paid off. Then the dif- 
ference between the purchase price and 
the fair value of the stock at time of 
loan repayment would be taxed as com- 
pensation. 


Incentive Plan Il1—Special Stock 

A second plan, which has been used 
very little, consists of selling to the man- 
ager a special class of stock which has 
little or no value at the time of purchase 
but which will have substantial value 
later under certain conditions. Many 
years ago the manager of a large pharma- 
ceutical concern was given a special de- 
ferred stock. There are many preferred 
stocks, but this was one time when the 
manager preferred a deferred stock. The 
stock had no liquidating value. Its divi- 
dend was 30 per cent. of the dividend on 
the regular common stock. Its dividend 
could never exceed $1.00 per share. In 
the event, however, that earnings on the 
company’s common stock exceeded a cer- 
tain amount, the deferred stock could be 
converted into the common stock on a 





















share for share basis. This plan enabled 
the manager to secure a capital gain of 
several million dollars within a few years, 
There are several dangers in the use 
of this plan today, but certain modifica- 
tions can be made which make it usable. 
These modifications are quite technical, 
and no one should attempt to use any ver- 
sion of this plan without securing the 
most competent legal and tax advice. 


Incentive Plan Il—Participating Pre- 
ferred 

A third plan makes use of a security 
which was quite popular at one time, but 
which is used very seldom today. This 
security is the participating preferred or 
participating bond. This security is sel- 
dom used today because it used to be is- 
sued by companies whose financial posi- 
tion was so precarious that a straight bond 
or preferred stock could not be marketed. 
A company in a strong financial condi- 
tion formerly had no need to issue a par- 
ticipating security. 

Under this plan, the manager buys 
from the corporation a participating pre- 
ferred stock or bond which is senior to 
all other securities of the corporation, 
Since only a small amount of this security 
need be issued to give the managers 
proper incentive, the asset value and earn- 
ings coverage of this security will be very 
high. This will give it a very high in- 
vestment rating. The manager will then 
be able to borrow a very large part of 
the purchase price from a bank without 
having to have his note endorsed by the 
corporation. 

The par value of the participating se- 
curity should be close to the market value 
of the corporation’s common stock at the 
time it is issued. The dividend or inter- 
est rate should be set so as to make its 
market value equal to its par value. In 
addition to the Foe dividend or interest, 
the security should participate equally on 
a share for share basis with the common 
stock when dividends on the latter ex- 
ceed the fixed rate on the former. 

The manager who acquires this par- 
ticipating security with money borrowed 
from the banks, will have an investment 
which he can be sure will never decline 
in value. On the other hand, the stock 
will rise in value just as much as the 
common stock will. This plan, of course, 
is usable only by a large corporation 
whose common stock has an excellent 
market. : 


Incentive Plan IV—Stock With Leverage 

A fourth plan makes use of a special 
corporation whose capital structure gives 
its common stock considerable leverage. 
The leverage is obtained by borrowing 
considerable sums from a bank or by the 
use of bonds and preferred stock. The 
corporation employing the manager may 
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ACO WINE another large user 
of National Payroll 


and Accounting 


Machines... 


This famous packing house is an excellent example 
of the type of important concerns using National 
Accounting-Bookkeeping Machines made by The 
National Cash Register Company. 

National Payroll Machines are used at many of 
the large Swift & Company units handling its payroll 
records. They produce at one operation: employee's 
pay check, employee’s statement of earnings and 
deductions, employee’s earnings record, payroll 
summary record. 

National Payroll Machines produce entries that 
are clear and legible, and are proved correct at time 
of writing, thus obviating discrepancies due to 
human error. 

Swift & Company is also a large user of other types 
of National Accounting Machines on other applica- 
tions in their business. Among these will be found 
sales distribution and accounts receivable in their 
branch houses throughout the United States and 
Canada. 

Whatever the nature or the size of your own busi- 
ness, you will find one, or more, of the many Na- 
tional Accounting Systems expressly suited to your 
use. The National Cash Register Company, Dayton 
9, Ohio. Offices in principal cities. 


CASH REGISTERS * ADDING MACHINES 
ACCOUNTING-BOOKKEEPING MACHINES 
Making business easier 
for the American businessman 








National Payroll Machines in Swift & Co. 
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buy preferred stock in an affiliated oe a 
ration and permit the manager to buy 
common stock. The affiliated corporation 
may be some division of the parent com- 
pany, or a distributor of the parent com- 
pany’s products, or a corporation engaged 
in financing the distribution of the parent 
company’s products, or a corporation en- 
gaged in the production of one of the 
corporation’s new products. 

An unusual example of this plan is 
afforded by a restaurant chain which cre- 
ated new corporations for newly opened 
restaurants and permitted the managers 
to own common stock in the new restau- 
rant. 

Under this plan, the managers use 
their own money in buying the common 
stock and take some risk of loss. The 
leverage provided by the preferred stock 
and bonds, however, enables them to 
realize very large profits on the common 
stock if the managers increase the earn- 
ings of the business, without having to 
risk much of their capital. 

General Motors has used an interesting 
“leverage” plan for its top executives. 
It created a management corporation 
whose stock was given to the executives. 
The management corporation then bor- 
rowed money from the banks and bought 
General Motors common stock. Then in- 
stead of giving a bonus to its executives, 
General Motors paid to the management 
corporation a sum of money equal to the 
bonus, which was used to retire the bank 
loans. Some time later, the bank loans 
were all paid off and General Motors 
common stock was distributed to the own- 
ers of the management corporation. This 
created several millionaires. 


Market Price Below Book Value Presents 
Special Opportunity 

Today some companies might be criti- 
cized for enabling their top executives to 
speculate in the company’s stock in this 
manner. Stockholders of the company 
might feel it improper for the company 
to run a risk of loss in the event the 
stock market goes down while the top 
executives profit from the gain if the 
stock market goes. up. This criticism 
should not be valid if the company is 
in the position most of the aircraft com- 
panies are in today—the position of their 
stock selling below its net asset value. A 
special corporation created to hold such a 
company’s common stock for the ultimate 
benefit of the top executives can invest 
in the parent company’s stock without 
risk of loss if it is selling below net asset 
value. If the parent company’s stock 
should decline further in market value, 
the subsidiary company could be liqui- 
dated by giving the parent company its 
own common stock in exchange for pre- 
ferred stock it holds in the subsidiary 
company. The parent company could then 
cancel this stock and immediately realize 
a book profit equal to the difference be- 
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tween the net asset value of the stock and 
its original epee price. This book 
profit would be a real profit so far as the 
stockholders are concerned, because it 
would increase the net assets behind each 
share of stock remaining after this can- 
cellation. 


Closely Held Corporations 

A special problem is incurred in apply- 
ing these plans to a closely held corpora- 
tion. For example, although the Ford 
Motors Corporation is one of our largest 
businesses, its stock has no market. There- 
fore, an option or any plan designed to 
take the place of an option would do its 
executives little good. There are many 
corporations which present this difficulty. 

One method occasionally used to over- 
come this difficulty is to create a special 
market for the company’s securities. This 
can be done by having the company make 
a contract with its top managers to repur- 
chase securities sold to the managers, 
either on the basis of asset values or a 
certain number of times earnings. The 
purpose of the agreement should be to 
create a market for the securities as sim- 
ilar as possible to the actual market that 
would prevail if the securities were ac- 
tively traded in on a stock exchange. 


Securing Approval from Stockholders 


After a suitable incentive plan has 
been worked out for the purpose of re- 
taining the company’s best managers, 
the plan must be approved by the stock- 
holders of the company. Many stock- 
holders are under the erroneous im- 
pression that managers are paid too much. 
They are inclined to think management 
bonuses or options are designed for the 
advantage of the managers and the dis- 
advantage of the stockholders. Such stock- 
holders need to be educated as to the 
value of their top management so they 
will see that more incentive for manage- 
ment will mean more dividends for the 
stockholders. 

One way to accomplish this education 
is to refer to the unusual accomplish- 
ments of the management in the various 
reports sent to stockholders. A compari- 
son might be made with the industry in 
which the company operates, showing 
how the company’s management has in- 
creased sales and reduced costs compared 
to the industry as a whole. Some com- 
panies have prepared special booklets 
which give the story of the company’s 
growth and the biography of those who 
have contributed to its growth. 

Many managers are reluctant to do 
this, because it is difficult to mention 
their own achievements without appear- 
ing to be bragging to their stockholders. 
The Chinese ambassador to Washington 
once explained a peculiar difficulty China 
would have in adopting our political sys- 
tem in these words. American candidates 
campaign by telling the voters how su- 








perior they are to their opponent. Such 
self-praise would discredit a Chinese can- 
didate because in China an educated man 
speaks humbly of himself and is forced 
by custom to say his opponent is undoubt- 
edly superior. But if he cannot tell the 
voters how good he is, they cannot find 
out why they should vote for him. 

Managers who fear being accused of 
self-praise can side-step this awkward 
situation by allowing some investment ad- 
visoty organization to circularize the 
company’s stockholders with reports on 
the company’s achievements and _pros- 
pects under its current management. The 
board of directors could employ an or- 
ganization to make a report on the man. 
agement’s record and suggest plans to 
assure continuation of this record. The te- 
port and plans could then be submitted 
to stockholders for action. 

Quite frequently stockholders approve 
management incentive plans when they 
are presented in connection with a 
merger. The merger is usually considered 
an achievement on the part of the man- 
agement and stockholders feel in the 
mood to reward their management in con- 
nection with the merger. In some in- 
stances, a company without an incentive 
plan has merged with a company having 
a plan. It would obviously be unfair not 
to have the executives of both companies 
working under an incentive plan. Stock. 
holders realize the desirability of approv- 
ing an incentive plan under such circum- 
stances. 


Caution 


It is too early to know for sure what 
the Treasury’s attitude will be on any 
particular incentive plan, because the rul- 
ing which makes stock options undesir- 
able is less than a year old. No plan 
should be adopted until it has been cate- 
fully scrutinized by the best legal and tax 
advisors obtainable. 

Furthermore, these plans are make- 
shifts which we would not have given 
any consideration to, if it were not for 
the unwise tax rates and Treasury regula- 
tions in regard to top management con- 
pensation and incentives. While such 
makeshifts are being worked out, it is 
most desirable that direct efforts be made 
to lower surtax rates in the highest brack- 
ets and to change the Treasury regula- 
tions regarding options. The best way 
to accomplish this, in my opinion, is to 
show the Treasury and the members of 
Congress interested in writing the tax 
laws that top management, given the 
proper incentives, will create much. more 
in the way of additional wages, divi- 
dends and tax revenues than lower taxes 
on top management income will cost the 
Treasury in the way of reduced tax reve- 
nues. In other words, the government 
must learn the value of managerial brains 
before it will take steps to thaw the 
frozen price of brains. 
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Expenses and Profits of Limited Price 
Variety Stores Surveyed 


Variety chain total dollar expense per store 
rose from an extremely low figure in 1932 to 
a new high in 1945, it is noted in a study by 
the Bureau of Business Research of the Har- 
yard Business School. With the exception of 
the year 1938, the rise has been progressive 
throughout the period from the bottom of the 
depression. In comparison with the prewar 
yeat 1939 the dollar costs per store in 1945 
of $85,983 were almost 48 per cent. higher. 
To some extent the greater average dollar ex- 
penes per store in recent years derive from the 
emphasis placed by the trade on developing 
larger stores with more diversified merchandise. 
The greatest expense increases have occurred, 
however, in the payroll account, reflecting not 
only internal company policy but also external 
forces such as competition in the labor mar- 
ket and pressure for higher wages and shorter 
working hours. 

Some of the conclusions relating to the op- 
eration of variety stores are as follows. Not 
all the points mentioned below were based 
upon figures for identical firms; the full de- 
tails about the reports are contained in the 
bulletin but are not given here. 


CHAINS 


. Variety chains increased their 1945 dollar 
sales per store 4 per cent. above the 1944 
level. This increase was accomplished de- 
spite the fact that it was often extremely 
difficult to secure some of the low-price mer- 
chandise that characteristically has been of- 
fered by these chains in the past. 


. There was a decline from 1944 to 1945 in 
the dollar volume of sales of apparel and 
accessories and dry goods and domestics. 
More than compensating increased volume, 
however, was secured in several categories, 
notably hardware, paints, electrical supplies 
and appliances; and toys, games, and books. 


. Total dollar expense per store has risen 
steadily during the wartime period of ex- 
panding sales; the 1945 figure was more 
than 50 per cent. above the 1935-1939 av- 
erage. 


. Total dollar expense rose less sharply than 
sales; thus the percentage expense for 1945 
was about 2% per cent. of sales lower than 
in 1935-1939. 

. As usual the two most significant types of 
operating costs were payroll and tenancy. 
(a) Dollar payroll costs per store for 1945 

were 6 per cent. above 1944 and 79 

per cent. above the 1935-1939 average. 

Since sales in 1945 were only 69 per 

cent above the 1935-1939 level, per- 

centage payrolls reached a 17-year high 
of 15.4 per cent. of sales. 

Tenancy and such related costs as those 

incurred for light, water, and power 

and depreciation of fixtures increased 
at such a slow rate as compared with 
sales that the 1945 figure of 7 per 
cent for these combined accounts was 
the lowest recorded over the 17 years. 


. Average dollar earnings per store before 
taxes increased .from 1939 to 1944, but 
earnings after income and excess profits 
taxes showed little variation for the 7 years, 
1939 through 1945. 


7. New data concerning compensation show 
that, whereas the dollar payments to indi- 
vidual store managers ranged from about 
$3,000 in small stores to over $10,000 in 
large stores, the percentage cost for man- 
agement was substantially greater for small 

than for large urban stores. Other evidence 

indicates that chains of large volume were 
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able to make more effective use of their 
executive, buying, and office staffs than the 
chains with lower sales. 


INDEPENDENT VARIETY STORES 

. The independent variety stores typically in- 
creased their sales about 7 per cent. above 
1944. Average gross margins were about 
33 per cent. of sales, and earnings before 
taxes were slightly less than 10 per cent. of 
net sales. Data on income taxes were not 
available. 
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Salaries and wages averaged about 15 per 
cent of net sales. About one-third of the 
total consisted of compensation for pro- 
prietors and partners. 


. Medium-size stores (i.e., those with sales 
of $50,000 to $80,000) incurred substan- 
tially lower percentage costs for payroll and 
for total expense than did the firms with 
sales below $50,000 or those with sales be- 
tween $80,000 and $175,000. Thus the mod- 
erate-size stores typically secured higher 
percentage earnings before taxes than did 
those variety stores with lower or higher 
annual sales volumes. 


. Net worth, excluding real estate equity, at 
the end of the year averaged somewhat more 
than 30 per cent. of sales for all reporting 
stores. The percentage of net worth to 
net sales, however, varied for stores of dif- 
ferent sizes, being highest for small stores 
and least for large stores. 
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COMPARISON WITH DEPARTMENT STORES 

One bit of evidence that the characteristics of 
variety chain and department stores are com- 
ing closer together is found in the following 
comparisons of the results of 15 variety chains 
and 398 department store firms in 1945: 


CR TINUE 1 2a ta sais 30 i0t3, op cin CE hg edie #4 
SHARES ONG WARES os oe chosen woe 
Oe ae een 
Other Expense (including interest) 


TOG BAORIE  o6 a5 5( CE gins 3s 
Net Gain (including other income) .... 


Taxes on Income and Excess Profits .......... 
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While these figures indicate that the operating 
results of these variety chains and department 
stores for 1945 were almost identical, there 
were striking differences in how they got there. 
For instance, in the years since 1939 depart- 
ment store sales have advanced more sharply 
than have those for variety chains. Sales for 
the former stores in 1945 were 100 per cent. 
above the 1939 level, while those for the 15 
chains stood about 65 per cent. above their 
corresponding base. Department stores real- 
ized their expanding volume more through in- 
crease in the size of sale than from a rise in the 
number of sales transactions. The high av- 
erage sale of $3.30 in 1945 was about 45 per 
cent. above the 1939 level, while the number 
of transactions completed was 32 per cent. 
above the 1939 experience. Operating econo- 
mies resulted from high volume. 

Variety chains, on the other hand, still had 
average sales far below those of department 
stores and were faced with the rising dollar 
payments to personnel already noted. Thus 


the payroll percentage for variety chains of 
15.4 per cent. in 1945 was the highest on rec- 


Time Lost by Strikes 
Tops U. S. Record 


Time lost by strikes in the first 11 months 
of 1946 topped all existing records, including 
the strife-torn postwar year of 1919, the Bu- 
reau of Labor Statistics reported. A total of 
107 million man-days were lost by work stop- 
pages between January and November—three 
and one-half times the strike-idleness in the 
same period of 1945 and nearly 14 times that 
of the first 11 months of the war year, 1944. 

The Bureau also reported that weekly earn- 
ings in manufacturing industries in November 
averaged $45.65—about $5 more per week 
than in November, 1945, although the work 
was about one hour shorter than a year ago. 

Although the average production worker in 
manufacturing had an increase of 1114 per 
cent. in weekly earnings, there was a big 
spread around that average. 

For example: Four industries, employing 
1 per cent. of all factory workers, reported 
decreases in weekly earnings between October, 
1945 and October, 1946, while 51 industries, 
with 21 per cent. of the employment, had 
increases in weekly earnings of less than 10 
per cent. On the other extreme, 20 per cent. 
increases were reported by 13 industries with 
11 per cent. of the workers. 

The 107 million man-days (a day’s work 
by one man) lost by work stoppages from 
January to November compares with 30 mil- 
lion man-days in the like 11-month period 
in 1945; 8 million in 1944; and the 1935-39 
average of 16 million. Figures are available 
only since 1927 but officials said the 1946 
strikes exceeded those of 1919. 

The pay figures for November 15 showed 
average weekly earnings in all manufacturing 
of $45.65, average weekly hours of 40.2, and 
average hourly earnings of $1.1314. 





ord in 16 years, while that of 15.4 per cent. 
for department stores in the same year was 
among the lowest percentage payroll outlays 
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recorded for that trade in the period 1929 to 
date. 

Tenancy costs for variety chains have re- 
mained at a fairly constant high dollar-per-store 
level. In 1945, the total of tenancy costs and 
payroll costs constituted 56.6 per cent. of the 
gross margin. The magnitude of these two 
items of expense naturally leads to several 
questions. If percentage payroll costs mount 
as a result of outside forces and internal policy 
while percentage tenancy costs remain the same 
or rise as a result of maintained or lowered 
volume, what chance is there of keeping the 
total operating costs within reasonable limits? 
Will the variety chains be able to increase the 
average size of sale without increasing selling 
and promotion costs heavily? Can the num- 
ber of transactions per employee be raised suffi- 
ciently to offset the higher payroll per em- 
ployee? Can the chains compete effectively 
with department stores in selling fashion ap- 
parel and other merchandise in the higher price 
brackets? All these and many similar questions 
will become increasingly important in the 
months ahead, the study indicates. 
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comparison with our standard and actual 
costs we note that we have spent $1,770,- 
300.00 when we should have spent 
$1,758,700, a difference of $11,600.00, 
or approximately 1 per cent. of the 
value of the goods made. This $11,600.00 
is composed of a variance of $4,000 in 
materials; $3,600.00 in labor in cloth 
manufacturing; $11,000 in items of la- 
bor in garment manufacturing; $17,000 
excess manufacturing overhead, and a 
$2,000 variation in financial expense. 
Some are to our advantage, but most were 
to the disadvantage. When we deduct 
this excess cost from the normal profit as 
indicated by the standard cost side of the 
Operating statement, we arrive at the 
same profit on the goods made, as is indi- 
cated by the book side. 

However, we know that we cannot ar- 
bitrarily put figures into our operation 
statement from the books without taking 
them out again. Therefore, when we de- 
duct the allowance for profit and ex- 
pense, which we arbitrarily entered in the 
inventory section of our operating state- 
ment, we have a remainder of the net 
profit on goods sold, which is the same 
figure as we would have arrived at if we 
had never considered the above men- 
tioned allowance. This figure agrees with 
the profit as shown by our working trial 
balance, and will also balance the Bal- 
ance Sheet as determined from the same 
source. 

An analysis of the allowance for profit 
and expense to equalize the value of 
goods made would indicate that it is com- 
posed of the following: 

The sales value of the unsold goods re- 
maining in the inventory is $1,000,000. 
The cost value of the goods is $874,- 
350.00.—leaving a difference of $125,- 
650.00. This difference is composed 
of the following: 

Discount on Sales 
Selling & Finan. Exp. 
Profit to be realized 


$ 15,000 
35,500 
75,150 


$125,650 


Our operating statement indicates that 
we have not as yet expended the $15,000 
of discount, nor the $35,500 of selling 
and financial expense. Therefore, the 
only item necessary for us to include in 
our statement to equalize the factory sales 
value of goods made, was the allowance 
for normal profit of $75,150.00. 

This statement further indicates that 
our final profit is composed of the nor- 
mal profit on the goods that were sold, 
which was $75,150., less the $11,600.00 
which we spent in excess of cost during 
this manufacturing period, and therefore, 
comes out of profit and reduces the profit 
on the goods actually sold during the pe- 
riod to $63,550.00. 

Practically, we have found the analysis 
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of this figure very productive of good in- 
formation. For instance, on a recent state- 
ment covering the sale and manufacture 
of approximately $2,000,000 worth of 
goods, we had an allowance for profit 
and expense of $21,494.82. By studying 
the comparative figures developed from 
that statement, we determined this varia- 
tion to amount to the following: 


Advertising above normal $ 7,577.10 
Excess allowance for discount 2,922.71 

Profit on Finished Goods in our In- 
ventory 3,665.87 
Allowance for Shrinkage on Sales 7,329.14 
$21,494.82 


The one figure developed of allowance 
for shrinkage on sales of $7,300.00 on 
$2,000,000 worth of sales, indicates to us 
that this is a very reasonable allowance 
for seconds;—that the goods manufac- 
tured as reported to us by the factory are 
being realized in sales nearly 100 per 
cent., and that our accounting system as a 
whole, is controlling the movements of 
our goods. ‘ 

The use of this statement provides a 
means of indicating to the factory operat- 
ing head, the result of his efforts, regard- 
less of what the sales department may be 
doing. The theoretical statement used as 
an illustration, indicates that the factory 
has earned, insofar as it is capable of do- 
ing, twice as much profit as has been 





earned by the business as a whole, be. 
cause they have made twice as many 
goods on a profitable basis as have been 
sold. 

We developed this idea, primarily for 
the use of a factory that manufactured 
seasonal goods. Its sales volume in the 
beginning of the year was small, and an 
ordinary operating statement showed that 
the company was losing money. Yet, the 
use of this statement brings out the fact 
that while the company may be losing 
money on its current operations, due to 
low volume of sales, the real factory op- 
eration is earning a profit which will be 
realized at a later date when the sales vol- 
ume becomes greater than the production 
volume. 

The illustration, of course, is based on 
round figures, so that the variations may 
be easily traced, and the analysis of the 
operation easily understood. Practically, 
the sales volume and manufacturing vol- 
ume vary materially for different periods, 
and while during the war years many 
companies sales volume has followed its 
manufacturing volume very closely on ac- 
count of the great demand for products, 
under peace-time conditions and return 
to civilian production, seasonal opera- 
tions will again become prevalent. We 
therefore, think that now is a good time 
to study this problem and prepare for 
future operating conditions. 


Transportation in the Next Decade 


Excerpts from an address by A. T. Colwell, vice 
president in charge of engineering, Thompson 
Products, Inc., Cleveland. Presented at the 
Automobile and Aircraft Industry Conference 
of the Fifteenth Annual Meeting of the Con- 
trollers Institute of America. 


The predicted trend of travel is for air travel 
up appreciably, bus and railcoach up slightly, 
and Pullman travel down. The railroads are 
making strong bids to hold coach travel by em- 
phasizing de luxe coaches. De luxe air travel 
is here, and de luxe buses are beginning to ap- 
pear, each bidding for a larger segment of the 
market. Prices for travel indicate that there are 
certain segments that each carrier will get—the 
airline specialty being speed, the train comfort, 
the bus flexibility. 

Airline speeds are stepping up appreciably; 
it is likely that 450 mph commerically will be 
a maximum for between five and ten years, and 
this with propellers. Jets and turbine driven 
propellers will be pushed by the military forces, 
but many engineering and metallurgical prob- 
lems must be solved before they are reliable 
enough for commercial work. It is interesting, 
however, that in a few short years the jet en- 
gine is giving greater plane speed than the 
piston engine with 40 years of development. It 
is likely that between five and ten years ahead 
jets and turbines will begin to be used commer- 
cially, and in from ten to fifteen they are likely 
to be in general use. 

In the next ten years the helicopter will 
likely be an important operation around air- 
ports and for short-haul mail. The private 
plane will increase with utility, airports, lower 
first cost and improved design. It is likely there 
will be about 500,000 in use by 1955. 

The railroads are planning better prime 


movers and a host of improvements to attract 
travel. Improved diners, sleeping cars and 
coaches are under way. Recreation rooms, mov- 
ies, air conditioning, better cushions, sound 
proofing, roller bearings, soft springs, shock 
absorbers, lighting, automatic doors, are 
planned. Better road beds, continuously welded 
track, reduction of curves, smooth acceleration 
and stopping are on the list. The diesel engine 
is fast replacing the conventional iron horse, 
and experimental work is being done with the 
steam turbine and gas turbine locomotives. 

Express highways, which will increase over 
the next decade, will make bus travel more pop- 
ular. Better bus planning follows the same pat- 
tern of more comfort, better seats, luggage 
space, sound-proofing and automatic transmis- 
sions for smoother operations. Two-way com- 
munication is planned. Thousands of communi- 
ties are entirely dependent upon buses for 
transportation, and thousands of people use 
buses because of lower cost. 

Over the next decade automobiles will tend 
toward lighter cars, more economical, with 
many improvements in riding quality, engine 
design, and particularly automatic transmis- 
sions. Due to the increased cost of production, 
new lighter models will be introduced to te 
place those formerly considered as small cats. 
Increasing use will be made of lighter metals 
wherever cost will allow. The public demand 
is for more gadgets, bright trim and ginget- 
bread. This trend is likely to reverse somewhat, 
as car costs are advancing appreciably and there 
is not the usual used-car market. When present 
backlogs are filled, it is likely that in the next 
decade a decided trend toward economy of op- 
eration will predominate, as well as economical 
first-cost of small cars. 
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..- Sixteen Years 
of Proved 


All-Electric 
Performance 


The IBM Electric Typewriter is backed 
by 16 years of commercial production and 
use in businesses of all types. 


It has completely electric keyboard 
operation, including electric carriage re- 
turn, line spacing, shift key, back spacer, 
tabulator and space bar. These features 
enable the typist to produce more letters 
with less effort. 


IBM Electric Typewriters produce the 
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Behind Every IBM Electric Typewriter 





ultimate in quantity and quality of carbon 
copies — with a feather-light touch. 


There is an IBM Electric Typewriter 
for every typing purpose: the Standard 
for regular correspondence; the Executive 
for letters with the distinguished appear- 
ance of fine printing; the Formswriter 
for bills and orders; the Hektowriter for 
reproduction work on a liquid duplicat- 
ing machine, and many others for partic- 
ular applications. 


IBM 
ELECTRIC TYPEWRITERS 


ELECTRIC PUNCHED CARD ACCOUNTING MACHINES AND SERVICE BUREAU 
FACILITIES e PROOF MACHINES e TIME RECORDERS AND ELECTRIC TIME SYSTEMS 


International Business Machines Corporation, World Headquarters Bldg., 590 Madison Avenue, New York 22, N. Y. 











CORPORATE REPORTS 
(Continued from page 82) 











compress so much information into a 
minimum of space as to make for difficult 
reading and therefore little understand- 
ing of the content of the chart. 

In order to achieve understanding of 
the data being presented, each chart 
should be restricted to only several re- 
lated items to insure that each will be un- 
derstood. If the chart contains a series of 
different lines which intersect each other, 
confusion occurs because it is difficult to 
trace the continuity of the several lines. 
The reader will not make the effort to do 
so unless it is of extreme interest to him. 

A chart showing too many relation- 
ships may require extended study to be 
understood. In many cases, it is better to 
use the narrative method by presenting a 
series of simple charts with appropriate 
explanatory comment between them to 
provide continuity to the train of thought 
of the reader. Such a procedure has the 
advantage of putting across a series of 
consecutive observations concerning the 
financial data as the reader in turn ex- 
amines each chart. 

Little need be said about the necessity 
for simplicity in the presentation of 
charts in reports to stockholders, em- 
ployees and management. This rule is 
violated in many cases where a chart is 
ptepared by someone who assumes that 
the reader is equally familiar with the 
subject matter and therefore omits from 
the chart or accompanying text various 
background or interpretive information 
needed by the reader in order to fully 
comprehend the subject under review. In 
consideration of this point one should 
note that just as different types of reports 
are presented to different classes of indi- 
viduals based upon their varying interests 
and levels of understanding, so different 
forms of graphic expression may be 
needed in reports to: 


(a) stockholders 

(b) employees 

(c) policy-making management 
(d) administrative management 


An example of this would be the re- 
port to stockholders where certain infor- 
mation may effectively be presented on a 
“per share’”’ basis, contrasted with the re- 
port to employees where the paramount 
interest might be a comparison in terms 
of “per employee” or “per dollar of 
wages.” A good example of this is the 
1945 annual report of Swift & Co. Two 
separate reports were prepared—one for 
stockholders and the other for employees. 

The above are simply brief comments 
on the uses to which charts have been put 
in various recent corporate reports. Addi- 
tional applications are apparent when 
one examines some of the countless cor- 
porate reports which are so poorly pre- 
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pared from the standpoint of reader in- 
terest and understanding as to present 
only a balance sheet and profit and loss 
statement without any interpretive mate- 
rial for the benefit of the recipient. 

Corporate executives who are concerned 
with the development of financial data 
are generally aware of the difference be- 
tween what might be called ‘‘account- 
ability accounting’ and “interpretative 
accounting.” In many corporate reports a 
judicious intermixture of both is appro- 
priate. A simple illustration of this in 
corporate reports is the use of (1) the 
auditor's report from the standpoint of 
accountability and (2) interpretative and 
explanatory comments and charts show- 
ing relationships and trends which are 
not apparent from casual examination of 
the auditor's report. 


SUGGESTED CASE STUDIES 


Those interested in visual presentation 
of facts in corporate annual reports 
should see these complete reports, among 
others, which are above average in this 
regard. 


Printed only in Black and White 


Consolidated Natural Gas Company, 1945 
Celanese Corporation of America, 1945 


Accounting 


Excerpts from an address by Thomas R. Reid, 
director of human relations, McCormick and 
Company, Inc., Baltimore. Presented at the 
Fifteenth Annual Meeting of the Controllers 
Institute of America. 


McCormick and Company originated 
the multiple management plan 14 years 
ago. It is now a proved success, and is 
past the theoretical or laboratory stage. It 
has paid its way through greatly increased 
benefits in the form of higher wages and 
profit-sharing bonuses for employees, 
greater profits for management and in- 
creased dividends for stockholders. Fur- 
thermore, we have found the idea adapt- 
able to any type or size of business organi- 
zation. We have found that it works suc- 
cessfully through prosperity, depression, 
peace and war. It has met every business 
test and passed. 

Multiple management means exactly 
what it says—management by many. It 
brings more people into participation in 
the management of the company. It was 
begun by establishing—in addition to the 
Senior Board of Directors, a Junior Board 
of Directors. A group of young men were 
chosen by management to form the Junior 
Board, elect a chairman, elect a secretary 
and write their own by-laws. This group 
of 15 men established themselves as a 
Board—and became an almost instant hit. 
The Board became such an addition to 
the company’s operations that it became 
very much a part of management opera- 
tions. 


Printed in Black and White 
(with Color on Cover) 


American Telephone and Telegraph Com. 
pany, 1945 
Pennsylvania Railroad, 1945 


Printed in Black and White Plus 
One Color 

Merrill Lynch, Pierce, Fenner & Beane, 
1945 

American Type Founders Incorporated, 
1946 

Pitney-Bowes, 1946 

Stromberg-Carlson Company, 1945 

Borden Company, 1945 

International Harvester Company, 1945 

Baltimore and Ohio Railroad, 1945 

Allis Chalmers Manufacturing Company, 
1945 


Printed in Black and White Plus One 
Color (with Additional Color on 
Cover or in Center Spread) 


Swift and Company, 1945 

General Mills Inc., 1946 
Chesapeake and Ohio, 1945 

Pan American World Airways, 1945 


Printed in Many Colors 


Brown and Bigelow, 1946 
Libby Owens Ford Glass Company, 1945 
Caterpillar Tractor Company, 1945 


for People 


The second step was the establishment 
of a Factory Board of Directors, which in 
turn organized itself, formed its own by- 
laws, elected its own officers and began 
to fit into the Multiple Management op- 
erations along with the Junior Board. 
Eventually the salesmen became aware of 
what was going on, and set up a Sales 
Board of Directors. Incidentally the Sen- 
ior Board continued to operate as it al- 
ways had, as the policy making group, 
handling fiscal matters and also approv- 
ing everything before it became final. 

Here is the picture of our organization: 
at the top is the Senior Board of Direc- 
tors, elected by the stockholders and still 
the controlling policy group. Next to it is 
a group of three Boards, all on a par, and 
each representing a basic division of the 
business—office, factory and sales. 

With your business it may be different. 
However, the point is that with certain 
variations this system of multiple boards 
is easily adaptable to any business organ- 
ization. All you really have to do is main- 
tain, in addition to your controlling policy 
board, a series of similar, supplemental 
boards which cover the various phases of 
your operations. Perhaps your business 
logically divides into five or six separate 
departments that operate more or less in- 
dependently of each other. Then perhaps 
the idea would be to have a board for 
each one of these departments. 

This plan has been successfully applied 
in about 500 other business firms. 
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W H E R EV t R YO U G O— THE NORTHERN TRUST COMPANY, Chicago— 


one of America’s largest banking institutions— 


SEE standardizes on Burroughs Posting Machines, 
YO as do the majority of banks the world over. 


Be aurroUGHS MACHINES ES 


Aces 








‘Bite. 


rere meer ree 


Back of the scenes, in most businesses, you will find Burroughs machines carrying 
out assignments vital to good management. 

They lend speed and accuracy to the handling of payrolls, stock records, budgetary 
accounting, billing, purchase and payment records, accounts receivable—to mention a few. 
They provide management with up-to-the-minute information on which to base sound judgment. 
Efficient in themselves, they contribute to efficiency. Pati... 

With this background of dependability to build 
on, Burroughs is at work on developments that will 
make Burroughs machines still finer in appearance 
and performance. Great things are going on at 
Burroughs for the business of tomorrow. 

BURROUGHS ADDING MACHINE COMPANY « DETROIT 32, MICH. 











FIGURING, ACCOUNTING, STATISTICAL AND CASH REGISTERING MACHINES * NATIONWIDE MAINTENANCE SERVICE «+ MACHINE SUPPLIES 
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| Reviews of Recent Publications 








Legal Manual, ‘47 Edition 


CREDIT MANUAL OF COMMER- 
CIAL LAWS, 1947 Edition. Published 
by the National Association of Credit 
Men, One Park Avenue, New York. 
$7.00. 

The thirty-ninth edition of this hand- 
book of the laws of trade, published an- 
nually by the National Association of 
Credit Men, summarizes, as briefly as 
completeness will allow, all the legal 
steps of credit transactions from the mo- 
ment that the order is received until the 
account is collected. A check list of 
these steps is provided as an introduc- 
tion to the manual. That is not all, 
however, for should the account not be 
collected, the Manual gives a complete 
coverage of the laws of bankruptcy and 
of bankruptcy procedure. All the infor- 
mation the financial officer needs from 
the time the claim is first filed until the 
last dividend is distributed is provided. 
The recently revised bankruptcy act is 
included in full, together with the latest 


roster of referees in bankruptcy in the 
various United States District Courts. 

The Credit Manual again covers such 
subjects as sales and use taxes, export 
sales and credits, assignment of accounts 
receivable-—with summaries of the state 
laws governing them—the “GI Bill of 
Rights” and the laws of Bonds for Pub- 
lic Works. Also, such more recent 
problems as the new OPA situation, so- 
called “‘blank-check”’ orders and the Iat- 
est revision of Regulation W are dis- 
cussed at length. 

In these times of business flux, the 
basic laws of trade assume an impor- 
tance to the credit and financial execu- 
tive such as he has not encountered for 
many years. New businesses are spring- 
ing up on all sides, and “war-babies” 
are trying out their legs to see if they 
can walk without the support of gov- 
ernment guaranteed war-time backing. 
Hence the Manual again devotes its ma- 
jor discussions to the laws of sales and 
contracts, corporations, secured sales 
and the like. 





include: 





Answers to Questions 
of 


Controllers— Financial Officers 


Six newly published pamphlets of the Controllers Institute pro- 
vide information that is of timely significance to corporate officials, 
particularly controllers and financial executives. The subjects covered 


“Controllership Problems in Distribution” 

“The Controller’s Interest in Public Relations” 

“Fiscal and Economic Problems and Policies” 

“The Controllers Institute: Then, Today, and Tomorrow” 
“The Search for Social Security” 

“Controllers’ Reports to Top Management” 


Available NOW at 50c each. Please send remittance with order. 
Paper restrictions limit the number of copies—please order early. 


Published by 
CONTROLLERS INSTITUTE OF AMERICA 


One East Forty-Second Street 


New York 17, New York 











Business Organization Trends 


BUSINESS ORGANIZATION AND 
COMBINATION. By Richard Norman 
Owens, Ph.D., C.P.A. Published by Pren. 
tice-Hall, Inc., 70 Fifth Avenue, New 
York. $6.00. 


In this third .edition Dr. Owens, fol- 
lowing the same general outline and point 
of view as that of earlier editions, covers 
the new laws, reforms, and other develop. 
ments in the field of business organiza. 
tion since his previous edition was pub- 
lished several years ago. Completing the 
life history of the corporation, so to speak, 
this volume adds to the previous content 
a chapter on corporate failure, dissolu- 
tion and reorganization; in addition to a 
chapter on corporate bonds and the bond- 
holder’s relation to the corporation. 

The book includes chapters not only on 
the corporate form but also on the non- 
corporate form, the investment company, 
and the industrial combination such as 
trade associations, “‘gentlemen’s agree- 
ments,” pools and cartels, both national 
and international. 

Basically a student’s text, Dr. Owens’ 
book can nevertheless be valuable to the 
business executive as a concise ‘‘refresher” 
on trends during the past few years. 

Reviewed by PAUL HAASE 


Pictures and Text 


OIL FOR VICTORY. Published by 
Whittlesey House, McGraw-Hill Book 
Company, Inc., New York. $3.50. 


Described as ‘‘a Look picture book,” 
this story of petroleum in war and peace 
brings to life, by means of an almost 
complete use of pictures, instead of text, 
the role that oil played in gaining victory 
in World War II. For example: The in- 
vasion of Iwo Jima alone, we learn, 
burned up gas enough to run 30,700 cars 
a year. Asphalt, extracted from crude oil, 
“fought” in the form of roads and run- 
ways. Jellied gasoline burned out stub- 
bornly-held pillboxes. 

The peacetime, behind-the-scenes ac- 
tivity of the oil front is not overlooked, 
by this book, however. Whatever be your 
knowledge of oil, this “picture book” 
will serve not only to add something but 
also to entertain. 


Five-Language Dictionary 

INTERNATIONAL BUSINESS DICTION- 

ARY. By Frank Gayner. Published by The 

Philosophical Library, New York. $6.00. 

The author, a professional translator, has 
brought together in this valuable compendium 
thousands of business words and phrases 10 
five languages: English, German, French, Spaa- 
ish, Italian. Several synonyms are provided 
wherever possible, the work is sensibly cross- 
indexed, and there are also included listings 
of currency units in 63 nations and a com- 
parison of the metric and American systems of 
measurements together with a conversion table. 
All in all, it is a helpful, light-weight asset for 
the office.—P. H. 
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Controllers and Financial Officers— 


The Time, The Place, and the Conference! 


Sunday “ Monday - Tuesday 


MARCH 16-18, 1947 


STATLER HOTEL, WASHINGTON, D. C. 


Thirteenth Annual 
Eastern Spring Conference 


of the 


Controllers Institute of America 


Sponsored by the 
DISTRICT OF COLUMBIA CONTROL 


Special Announcement Will Be Made of Program, Speaker and Other Highlights 


The Committee recommends that early reservations —both travel and hotel— 
be made by those contemplating attendance 
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Federal Income Tax Year 
Change Urged by Lutz 


Discarding of the calendar year for 
the calculation of income for tax pur- 
poses and the adoption of a twelve-month 
period ending June 30, to coincide with 
the Federal fiscal year, was urged re- 
cently by Dr. Harley L. Lutz, professor 
of public finance at Princeton University. 

“An essential condition for the proper 
control of the public finances is the in- 
tegration of the tax year with the budget 
year,” Dr: Lutz declared in The Tax Re- 
view. ‘“That is, tax levies, tax rates and 
tax payments should be adjusted to the 
fiscal period in which the revenues thereby 
provided are to be spent. Where there 
are wide differences between the spend- 
ing year and the tax year, the co-ordina- 
tion of expenditures with realized re- 
ceipts is much more difficult and un- 
likely.” 

Dr. Lutz pointed out that individuals 
and corporations which regularly use a 
fiscal year for their own purposes are 
authorized by the tax law to report in- 
come and settle tax liability on the basis 
of this fiscal year. All other income tax 
liability on the basis of this fiscal year. 
All other income tax payers are required 
to make such reports and settlements on 
the basis of the calendar year. 

“On the other hand,” he continued, 


“the Federal finances are managed on the 
basis of a fiscal year which opens on 
July 1 and closes on the next June 30. 
The budget is regularly planned with 
reference to this fiscal year. The estimates 
of revenue must be converted, from the 
results obtained out of the experience of 
income reported and taxes paid on a 
calendar year basis, into approximations 
valid for the fiscal year which cuts across 
the middle of the income and tax pay- 
ment year that is used by the large major- 
ity of all taxpayers.” 

Dr. Lutz noted the possibility of tax 
reductions by the present Congress which 
might be made retroactive to Jan. 1. In 
this event, he said, upward of a half of 
the total reduction that may be realized 
for the calendar year 1947 would occur 
in the first half of the year. 

“Accepting the figures of $3,000,000,- 
000 to $3,500,000,000 as the total reduc- 
tion to be accomplished by the tax 
changes under discussion, it follows that 
$1,500,000,000 or perhaps more would 
be lost from the budget for the fiscal 
year 1947. The deficit under this budget 
by June 30, 1947, would therefore be 
correspondingly increased, possibly to 
$3,500,000,000 or more. 

“The remedy is obvious and simple. In 
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19477 MIDWESTERN CONFERENCE 
Sponsored by the 
Pittsburgh Control, 
Controllers Institute of America 
To be held in 


PITTSBURGH 
Sunday-Monday-Tuesday 


MAY 18-20, 1947 
at the 
WILLIAM PENN HOTEL 


Program, Speaker and Other Announcements Will Be Made Shortly 














the first place the tax reduction to be 
made should not become effective until 
July 1. In the second place, the occasion 
is most auspicious for a change in the 
income year and tax year for all who do 
not now use, or may hereafter elect to 
use, a fiscal year of their own choosing, 
The new income and tax year should be 
identical with the Federal fiscal year, and 
not, as heretofore, with the calendar year, 

“The principal complication for those 
affected by the change would be the mak- 
ing of an additional report and settlement 
for the six-month period between Jan. 1 
and June 30, 1947. This will occur only 
once, in 1947. Thereafter, all former cal- 
endar year taxpayers would report and 
make final settlement of income tax on 
a yearly basis which corresponds with the 
Federal fiscal year. This complication 
should not be too serious.” 


Controversy Develops Over 
TVA Earnings Record 


An official of the Tennessee Valley 
Authority contended on January 8, the 
Associated Press reported, that the Edi- 
son Electric Institute’s statisticians em- 
ployed “trick” calculatjons in concluding 
that the Government agency operated 
at an “‘‘over-all deficit’’ of $8,041,009 in 
1946. E. Arnold Sunstrom, controller, it 
was declared, said the Edison analysis of 
TVA’s operations for the last fiscal year 
was reached by deducting all costs of 
navigation, flood control, reforestration, 
soil conservation, fertilizer production 
and regional research from the author- 
ity’s net power earnings. 

“By means of the trick employed in 
the analysis by the EEI,’” Mr. Sunstrom 
said, “‘a municipally owned power oper- 
ation anywhere could be thrown into the 
red by simply charging against it as op- 
erating expenses the cost of city police 
and fire protection, the health depatt- 
ment, the schools and similar services.” 

The “New York Times” reported that 
the Edison Institute in a report released 
in New York claimed the TVA has op- 
erated at a loss since its inception and 
said the authority, in computing its net 
income, did not take into account inter- 
est paid by the Government on money 
borrowed by the Treasury for TVA. 

Mr. Sunstrom said the Edison report 
admitted the TVA “showed a ‘paper 
profit’ of nearly $5,000,000” last year 
and added: “As a matter of fact, TVA’s 
net power earnings, or income for the 
year, was $16,214,000.” 

The TVA controller said, according 
to the Associated Press, that this figure 
represents a return of more than 4 pet 
cent. “on the net average investment 10 
TVA power facilities.” 

The authority’s power operations, he 
continued, are “paying their own way" 
even at rates which he declared were 
about half those paid outside the Ten- 
nessee Valley. 
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DIRECTORS 


EDWIN M. ALLEN 
New York City 


EDWIN J. BEINECKE 
Chairman, The Sperry & 
Hutchinson Co, 

EDGAR S. BLOOM 
Chairman, Atlantic, Gulf and 
West Indies Steamship Lines 

ALVIN G. BRUSH 
Chairman, American Home 
Products Corporation 

LOU R. CRANDALL 
President, George A. 

Fuller Company 

CHARLES A. DANA 
President, 

Dana Corporation 

HORACE C. FLANIGAN 


Vice-President 


JOHN M. FRANKLIN 
President, United States 
Lines Company 

PAOLINO GERLI 
President, 

Gerli & Co., Inc. 

HARVEY D. GIBSON 
President 


FREDERICK GRETSCH 


President, Lincoln 
Savings Bank 


JOHN L, JOHNSTON 
President, Lambert Company 


‘ OSWALD L. JOHNSTON 


Simpson Thacher & Bartlett 


KENNETH F. MacLELLAN 
President, United Biscuit 
Company of America 

SAMUEL McROBERTS 
Chairman, McRoberts 
& Tegtmeyer, Inc. 

JOHN T. MADDEN 


President, Emigrant 
Industrial Savings Bank 


JOHN P. MAGUIRE 


President, John P. 
Maguire & Co., Inc, 


C. R. PALMER 


President, Cluett 
Peabody & Co., Inc. 


GEORGE J. PATTERSON 
President, Scranton & 
Lehigh Coal Co. 


HAROLD C. RICHARD 
New York City 


HAROLD V. SMITH 


President, Home Insurance Co. 


ERNEST STAUFFEN 


Chairman, Trust Committee 


GUY W. VAUGHAN 
President, Curtiss-Wright 
Corporation 

HENRY C. VON ELM 
Vice-Chairman of the Board 


ALBERT N. WILLIAMS 
President, Westinghouse 
Air Brake Company 


MANUFACTURERS 
TRUST COMPANY 





Condensed Statement of Condition as at close of business 


December 31, 1946 








RESOURCES 
Cash and Due from Banks 


U. S. Government Securities . 

U. S. Government Insured F. H. A. 
Mortgages Bao Ns 

State and Municipal Bonds 

Stock of Federal Reserve Bank 

Other Securities a) 

Loans, Bills Purchased and Bankers’ 
Acceptances . 

Mortgages dione 

Banking Houses . . . 

Other Real Estate Equities 

Customers’ Liability for Acceptances 


Accrued Interest and Other Resources 


LIABILITIES 


Capital . . . . $41,250,000.00 
Surplus aed, tins 41,250,000.00 
Undivided Profits . 36,529,897.62 





Reserve for Contingencies 


Reserves for Taxes, 
Unearned Discount, Interest, ete. . 


Dividend Payable January 2, 1947 

Outstanding Acceptances 

Liability as Endorser on Acceptances 
and Foreign Bills 

ee ee 


$ 631,322,810.99 
1,233,148,318.31 


3,798,274.10 
23,818,427.84 
2,475,000.00 
25,938,291.48 


475,065,720.56 
12,180,030.84 
11,177,726.40 
279,840.25 
8,145,191.89 
6,903,250.57 





$2,434,252,883.23 


$ 119,029,897.62 
9,926,985.34 


8,154,852.14 
1,237,500.00 
8,706,949.84 


250,004.00 
2,286,946,694.29 


$2,434,252.883.23 


United States Government and other securities carried at $78,076,362.69 are pledged 
to secure U. S. Government War Loan Deposits of $44,478,352.98 and other public 
FSunds and trust deposits, and for other purposes as required or permitted by law, 


Principal Office: 55 Broad Street, New York City 


73 BANKING OFFICES IN GREATER NEW YORE 


European Representative Office: 1, Cornhill, London, E. C. 3 


Member Federal Reserve System 
Member New York Clearing House Association 


Member Federal Deposit Insurance Corporation 
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Personal Notes About Controllers 








Mr. Joseph F. McCarthy, who recently re- 
signed as finance chairman and a director of 
United Aircraft Corporation, Hartford, Con- 
necticut, has been elected treasurer and con- 
troller of Curtiss-Wright Corporation. Mr. 
McCarthy is holder of certificate number 818 
of The Institute, by virtue of election in 
March, 1937. At the time of his resignation 
from United Aircraft Corporation, Mr. Fred- 
erick B. Rentschler, chairman of the board, 
commended Mr. McCarthy for his major role 
in the formulation of all important policies 
and decisions. Mr. McCarthy was a partner of 
Allen R. Smart & Comany from 1922 to 1928, 
at which time he resigned to join United Air- 
craft as its chief accounting and financial off- 
cer. 


Mr. J. Harold Smith, a member of the Con- 
trollers Institute of America, was recently 
elected secretary of the Exchange Club of 
Houston, Texas, where he is active as a con- 
sulting controller. 


Mr. Norman R. Olley, secretary of the 
R. T. French Company, Rochester, and Mrs. Ol- 
ley recently received “The Ribbon of the King’s 
Medal for service in the cause of freedom” in 
connection with the work they did at the 
Rochester branch of the British War Relief 
during the recent war. The presentation was 
made in Buffalo by Sir Frances Evans, the 
British Consul General. Mr. Olley is a na- 
tional director of the Controllers Institute. 


Mr. Louis M. Nichols, a past national di- 
rector of the Controllers Institute, is the author 
of an article, in the January issue of “Dis- 
tribution Age,” on “Distribution Cost Analy- 
sis.” Mr. Nichols is controller of General 
Electric Supply Corporation, Bridgeport, Con- 
necticut. 


Mr. D. J. Suffredini, who has been asso- 
ciated for more than twenty years with La 
France Industries, Philadelphia, has been ap- 
pointed a vice-president of the company. Prior 
to his new appointment, Mr. Suffredini, a mem- 
ber of the Controllers Institute of America, 
served as treasurer and comptroller, which po- 
sitions he will continue to hold. 


The by-line of Mr. Irving D. Dawes, who is 
holder of membership certificate number 948 
of the Controllers Institute, appeared in the 
December, 1946, issue of “Credit and Financial 
Management” in connection with an article 
entitled “A Profit-Minded Credit Manager.” 
Mr. Dawes is vice-president and treasurer of 
Virginia-Carolina Chemical Corporation, of 
Richmond, Virginia. 


Mr. A. I. Hawkins, treasurer of The Timken- 
Detroit Axle Company, of Detroit, and Mr. 
H. S. Meinhardt, controller of Kerby Saunders, 
Inc., of New York, have accepted appointment 
to a subcommittee of the Advisory Council on 
Federal Reports, to consult with representa- 
tives of the Division of Statistical Standards 
of the United States Budget Bureau on “Pro- 
ductivity Studies, Current and Proposed.” Both 
men are representing, as members, the Con- 
trollers Institute, which is cooperating in this 
program. 


Mr. Robert A. Patten has been appointed 
controller of Universal Winding Company, 
Providence, Rhode Island. A member of The 
Institute, Mr. Patten, for the past two years, 
had served as controller of United-Rexall Drug 





Co. His new appointment reestablishes a post 
not held in the company since 1936. 


Mr. Thomas B. Frank is now connected with 
Fra-Har Industries, Inc., of New York, as vice- 
president and treasurer. Mr. Frank, a member 
of the Controllers Institute, is a partner of the 
firm, which has exclusive sales representation 
of a variety of auto supplies, and which is con- 
templating manufacturing operations at a later 
date. 


Mr. Louis W. Jaeger, formerly controller 
of Clark-Babbitt Industries, Inc., New York, 
is now connected with The Equity Corpora- 
tion, New York. Mr. Jaeger, who is holder of 
certificate number 655, was elected to the 
Controllers Institute of America in March, 
1936. 


Mr. H. B. Seligman is at present associated 
with the Continental Carbon Company, Ama- 
rillo, Texas. He was previously assistant sec- 
retary of the Witco Chemical Company, New 
York. Holder of certificate number 1292, Mr. 
Seligman has been a member of The Insti- 
tute since October, 1938. 


Mr. M. M. Schratz, auditor for Aluminum 
Company of America since 1934, has been 
named to the new company post of controller. 
Announcement of the appointment, as assistant 
controller, of Norman R. Althauser, who has 
been assistant auditor and chairman of the com- 
pany’s contract termination committee, was 
made at the same time. The appointments were 
effective January 1, 1947. 

Mr. Schratz entered the company’s employ 
in 1910 at New Kensington, moved to the 
Pittsburgh offices in 1912, became auditor's 
chief clerk in 1920, and was appointed audi- 
tor in 1934. He is a member of the Controllers 
Institute of America. 

Mr. Althauser joined the company in 1923. 
He has held positions in Alcoa’s metal statis- 
tics division and central cost division, served 
for two years as Pacific Coast regional account- 
ant, and headed the company’s contract termi- 
nation activities from World War II on. 


Mr. Andrew MacLeod, secretary-treasurer, 
director, and chief accounting officer of Mul- 
lins Manufacturing Corporation, Salem, Ohio, 
has retired from the company. He will con- 
tinue on the board of directors. 


The Reconstruction * Finance Corporation, 
whose auditing set-up had been criticized by 
the General Accounting Office, announced re- 
cently it had appointed a controller to super- 
vise its operations. Harold W. H. Burrows, 
44-year-old native of Toronto, Canada, has 
been appointed to the $12,500-a-year job, the 
RFC said. Mr. Burrows formerly was Michi- 
gan State Controller and a wartime Army ac- 
counting officer. 

Mr. Burrows was a consultant to UNRRA 
and controller of its China office at Shanghai 
prior to the new appointment. 

Appointment of the controller for the RFC 
had been suggested by the General Account- 
ing Office in a criticism last June 21, in which 
the House Expenditures Committee subse- 
quently concurred. 


Mr. Ben D. Black has been appointed vice- 
president and treasurer of James McCreery & 
Co., New York. Mr. Black, who has been a 
member of The Institute since December, 
1938, had been vice-president and treasurer of 
William Hengerer Co., of Buffalo. He is suc- 





ceeding, in New York, Mr. Charles D. Marsh, 
who is resigning on March 1 to devote him. 
self to personal interests. 


Mr. Robert S. Coons, assistant secretary- 
treasurer of Interstate Bakeries Corporation, 
Kansas City, and president of the Kansas City 
Control of The Institute, served as chairman 
of the luncheon meeting of the midwestern 
session of the American Economic and Business 
Council, in Kansas City on December 9. 


Mr. Robert I. Fletcher, controller of New- 
port News Shipbuilding & Dry Dock Co, 
Newport News, Virginia, was elected a vice- 
president of the company in December, 1946, 
Mr. Fletcher is holder of certificate 284 of the 
Controllers Institute, having been elected to 
membership in February, 1934, when he was 
serving as controller of Long Island Lighting 
Company, New York. 


Mr. Donald C. Mills, a member of the Con- 
trollers Institute since January, 1941, when he 
was controller of Gimbel Brothers, Milwaukee, 
is now serving as treasurer of Strawbridge & 
Clothier, Philadelphia. Previously, Mr. Mills 
was controller, which post is now held by Mr. 
Thomas G. Patton. 


Mr. Keith Powlison, vice-president and con- 
troller of Armstrong Cork Company, Lancaster, 
Pennsylvania, contributed the opening article, 
“Explaining the Facts to Employees,” to the 
Winter number of the ‘Harvard Business 
Review.” Mr. Powlison was elected to member- 
ship in the Controllers Institute in August, 
1943. 


Mr. Robert A. Seidel, vice-president and con- 
troller of the W. T. Grant Company, New 
York City, discussed ‘The Customer’s Market 
of 1947,” at the 36th annual convention of the 
National Retail Dry Goods Association in 
New York, on January 14. Mr. Seidel is a 
member of the board of directors of the New 
York City Control of the Controllers Institute. 


Mr. E. J. Gessner, controller of Firth Herl- 
ing Heel Company, McKeesport, Pennsylvania, 
is the author of an article on ‘Distribution Cost 
Analysis and Control” which will be published 
in the March, 1947, issue of “Distribution 
Age.’ Mr. Gessner contributed articles to the 
October, 1946, and April, 1945, issues of “The 
Controller.” 





OBITUARY 











DON F. ZEHRUNG 


Don F. Zehrung, widely known in Cleveland 
industrial and accounting circles, died on De- 
cember 22, at his home in lakewood. He was 
45 years old. Mr. Zehrung was controller of 
the National Screw & Manufacturing Co. until 
he retired last June in failing health. 

He was a past president of the National As- 
sociation of Cost Accountants, a past president 
of the National Office Managers Association, 4 
32nd degree Mason, and a member of the Con- 
trollers Institute of America, in which he held 
Certificate 1767, by virtue of election in Octo 
ber, 1941. 

Mr. Zehrung, a native of Bluffton, Indiana, 
is survived by his wife, Mrs. Hollis Zehrung; 
his son, William, and his nephew, Robert, who 
lived with him. 
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R PROMPT DELIVERY 


Automatic feed, hand-operated 
MalinitexeyelaclelaMelaclaleme "ei (xe1koy ge 


MIMEOGRAPH BRAND DUPLICATOR, 
MODEL 90. Ideal for the smaller 
school, the growing business for churches, chain stores 
branch offices everywhere. Simple and easy to use. Free 


instruction. Handsome efficiency, popular price 


<> The Mimeograph 
“brand duplicator 


1S MADE BY 
A.B. DICK COMPANY, CHICAGO 


MIMEOGRAPH is the trade-mark of A. B. Dick Company,! 
Chicago, registered in the U. S. Patent Office 


MIMEOGRAPH BRAND DUPLICATOR 

MODEL 91. General purpose, medium 

price. Closed cylinder. Turns out those clear, easy-to-read, 
low-cost, black-and-white copies by tens or hundreds, as 
you want them. Easy to use color, too. 


COPYRIGHT 1947, A. 8. DICK COMPANY 
A. B, DICK COMPANY, Dept Q-247 
720 West Jackson Boulevard, Chicago 6, Illinois 


Place my order for______Model_____Mimeogrciph 
brand duplicator with the distributor nearest me. 


Have a salesman call. 


Send me more information on Model_____. 
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Executive Incentive Plans 


In response to a recent request for in- 
formation on the subject, by The Insti- 
tute, the following summary bibliography 
of executive incentive plans was prepared 
by Mr. Paul E. Orr, Jr., of Management 
Planning of Washington, Inc.: 

The majority of articles and publica- 
tions in the incentive, pension, profit 
sharing, and related fields are not spe- 
cifically addressed to the situation of ex- 
ecutive employees. However, discussions 
of that topic and some material on related 
matters are included in the following list, 
which we hope may be of interest to you. 

1. “Stock Options” by George G. Tyler, 
article, “Taxes,” p. 611, Commerce 
Clearing House, July, 1946. 

2. “Forgotten Executives—Firms Begin 
To Ponder Problem of ‘Wage’ Relief 
for Higher Salary Men,” article, 
“Wall Street Journal,’ March 28, 
1946. 

3. “Executive Compensation and Ac- 
complishment” by Dr. Harry Arthur 
Hopf, Financial Management Series 
No. 78, American Management As- 
Soctation, 1945. 

4. “Self-Perpetuating Pension Plans— 
Use of Key-Man Insurance Broadens 
Field for Employee Benefit Pro- 
grams” by James J. Robinson, arti- 
cle, “Trusts and Estates,” p. 189, 
September 1945. 


5. “Executive Employment Contracts 


and Deferred Payments” by H. S.” 


Koster, article, "Trusts and Estates,” 
p. 357, April, 1945. 

6. “Profit Sharing and Stock Ownership 
for Wage Earners and Executives” by 
Bruce M. Stewart and Walter ]. Cou- 
per, Industrial Relations Counselors, 
Inc., N. Y., 1945. 

7. “Key Executive Pension and Indem- 
nification” by Henry S. Koster, arti- 
cle “Trusts and Estates,” p. 215, Sep- 
tember, 1944. 


a a 
pension 

and profit- 
sharing plans 
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PENSION PLANNING COMPANY 
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Director 


527 Fifth Avenue, New York 17 


= J 











8. 


10. 
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1. 


16. 


17. 


18. 





“A ‘Just Gauge’ for Executive Com- 
pensation” by John C. Baker, article, 


“Harvard Business Review,’ Au- 
tumn, 1943. 
. “Corporate Executives’ Compensa- 


tion” by George Thomas Washing- 
ton, The Ronald Press Company, 
N. Y., 1942. 

Statistical Tables D, M, N, O, and 
P at pp. 211-228 of “Survey of Ex- 
periences in Profit Sharing and Pos- 
sibilities of Incentive Taxation Re- 
port of the Subcommittee of the 
Committee on Finance, United States 
Senate, Report No. 610,” Govern- 
ment Printing Office, Washington, 
D. C., 1939. 

“Executive Salaries and Bonus Plans” 
by John C. Baker, McGraw-Hill Book 
Company, New York (330 West 
42nd Street, N. Y. 18) 1938, 274 
pp. Chapter IX “Methods of Paying 
Executives in Large Industrial Com- 
panies,” pp. 186-236. 


. “Executive Compensation Practices 


of Retail Companies, 1928-1937” by 
]. C. Baker, Publication of the Grad- 
uate School of Business Administra- 
tion, Bureau of Business Research, 
Harvard University (Soldiers Field, 
Boston) XXVI, No. 4, July, 1939. 
Business Research Studies, No. 23. 
50 pp. 


. “How Should Executives Be Paid?” 


by John C. Baker, article, “Harvard 
Business Review,’ Autumn, 1939. 


. “Profit-Sharing Plans for Executives” 


Studies in Personnel Policy No. 6, 
National Industrial Conference 
Board, Inc., 1938. 

“Incentive Compensation Plans for 
Executives’ by John C. Baker, arti- 
cle, “Harvard Business Review,” Au- 
tumn, 1936, p. 55-61. Rewritten and 
published in PERSONNEL, Febru- 
ary, 1938. 

“Executive Compensation and Incen- 
tives in the Business World” by M. 
E. Leeds, Seventh International Man- 
agement Congress (Sponsored by the 
National Management Council of the 
U.S. A.). Waverly Press (Mt. Royal 
and Guilford Aves., Baltimore 2), 
1938. Administration Papers, pp. 62- 
65. 

“The Management of Labor Rela- 
tions” by G. S. Watkins and P. A. 
Dodd. McGraw Book Company, Inc. 
(330 West 42nd Street, New York 
18), 1938. 780 pp. Chapter 19. 
“Financial Incentives—Incentives for 
Executives,” pp. 380-382. 
“Additional Compensation Based Up- 
on Performance in the White Sewing 
Machine Company’ by A. S. Rodg- 
ers. American Management Associa- 
tion (New York) General Manage- 
ment Series No. 100, 1929. 9 pp. 


19. “Different Incentives for Different 
Classes of Executives” by Howard 
Coonley, American Management As. 
sociation (330 West 42nd Street, 
New York 18), Annual Convention 
Series No. 73, 1928. 12 pp. 

20. “Incentives for Executives” by F. A. 
Ketcham. American Management As- 
sociation (330 West 42nd Street, 
New York 18), Annual Convention 
Series No. 72, 1928. 7 pp. 

21. “Managerial Profit Sharing” by C. C. 
Balderston, John Wiley and Sons, 
Inc., New York, 1928, 127 pp. 

22. “Preliminary Report on Profit-shar- 
ing and Financial Incentives for Ex. 
ecutives’ by Curtis, Fosdick and 
Belknap—tndustrial Relations Staff, 
New York, December 1925, 100 pp. 
(processed). 

23. “American Corporations and Their 
Executives’ by F. W. Taussig and 
W. S. Barker, “Quarterly Journal of 
Economics, Vol. 40, November 1925, 
pp. 1-51. 

24. “Financial Incentives for Employees 
and Executives’ by Daniel Bloom- 
field, H. W. Wilson Co., New York, 
1923, 2 Vols. 


Stockholders Received Report In 
First Week of January 


In order to meet the requests of a 
number of its stockholders who asked 
that a report of the bank’s operations be 
in their hands prior to the annual stock- 
holders’ meeting on January 8, the Man- 
ufacturers Trust Company, of New 
York, completed mailing of the report 
to about 30,000 stockholders by January 
4, Although comprehensive as ever, the 
presentation, closely printed, was te- 
duced from its usual thirty-two pages 
to a single sheet, folded over to produce 
four pages. The action marks the first 
time in recent years that the bank com- 
pleted the mailing to its entire list of 
stockholders in advance of the annual 
meeting, it was stated. The accomplish- 
ment involved considerable special ef- 
fort, especially in view of the fact that 
the report covers seventy-two branches, 
and also since the meeting was one of 
the first to be held in 1947, coming 
within the first week of January. 


Financial and Operating Ratios Studied 
in Trade Association Survey 


‘Financial and Operating Ratio Sur- 
veys by Trade Associations” is the title 
of a 30-page study released by American 
Trade Association Executives. The com- 
mittee in charge of its preparation was 
chairmanned by W. J. Donald, manag: 
ing director of National Electrical Man- 
ufacturers Association. Copies are avail- 
able at $1.25 from A. T. A. E., Evening 
Star Building, Washington 4, D. C. 
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Railroad Earnings’ Survey Reveals 


Lack of Employee Understanding 


Some fantasies about the railroad dollar, 
which reveal ‘‘a state of friendly ignorance,” 
are the subject of comment by Garet Garrett, 
editor of “American Affairs,’’ published by the 
National Industrial Conference Board. Mr. 
Garrett observes that for the Railway Age, the 
Railway Mechanical Engineer, and Railway 
Engineering & Maintenance, the Opinion Re- 
search Corporation made a survey and measure- 
ment of ‘““What railroad employees think about 
the railroad industry.” The results, published 
serially in the Railway Age, show that for ques- 
tions about the feeling toward management and 
supervision the answers were very friendly. 
Those who liked the management or thought 
well of it so far as their contact with it went 
were 89 per cent.; not liking it, only 6 per 
cent.; indifferent, 5 per cent. Foremen were 
voted “good” by 66 per cent., “fair” by 21 
per cent., and ‘‘poor”’ by only 5 per cent. Those 
who said, nothing about them were 2 per cent., 
and that makes 94 per cent. The remaining 6 
per cent. were the foremen themselves. 

One of the pleasantest discoveries, says Mr. 
Garrett, was that five in every eight employees 
would choose railroading if they had to do it 
all over again, because they ‘‘enjoyed” it or be- 
cause, as many said, ‘it was in their blood.” 

To the question: Is there any change that 
management could make that would make your 
job more satisfactory?, the answer from 49 per 
cent. was “no,” and among the suggestions 
received from the other half wishes for more 
convenient hours, for better tools and equip- 
ment and for still better relations with manage- 
ment were twice as frequent as any reference to 


higher wages. That was at the end of Decem- 
ber, last year. 

So far an executive might read the survey 
with some complacency; he could say that his 
organization had done on the whole a pretty 
good job with labor relations. Few, if any, 
industries had done better. 

But he could hardly read on without coming 
to an area of chagrin, Mr. Garrett adds. To 
questions touching the economics of a railroad, 
regarded as a profit and loss enterprise, the 
replies were so shockingly ignorant that an 
executive reading them could only conclude 
either that management had been very unsuc- 
cessful in imparting that kind of information 
to the employee or that to a great many persons 
information of that kind actually is not assimil- 
able. 

For example, there was this question: What 
do you think was the profit earned by railroads 
in 1944? One third answered that they had no 
idea what it was. One in ten thought it was 
from 5 per cent. to 7 per cent., and the rest 
guessed all the way up to 75 per cent. Nearly 
one in five thought it was more than 50 per 
cent. (The Interstate Commerce Commission's 
figure in 1944 was a little more than 4 per 
cent. profit on the capital investment.) 

There was the question: How do you think 
railroads’ earnings are shared between em- 
ployees and stockholders? More than one in 
three expressed the belief that the stockholders 
got more than the employees—which was to 
say that dividends amounted to more than 
wages. (The Interstate Commerce Commis- 
sion’s figures show that of the revenues for 
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7944 the employees got 41 per cent. in wages 
and the stockholders only slightly more than 3 
per cent. in dividends.) 

Perhaps the most unexpected answer of all 
was to the question: How much profit do you 
think a railroad ought to earn? Again nearly 
one third had no idea at all, but among the 
remaining two thirds the notion of what a 
railroad ought to earn on its capital ranged 
from 8 per cent. to 50 per cent. or more. From 
this it must be inferred that whereas more than 
one in three supposed that profits in 1944 had 
been from 25 per cent. to 75 per cent., or more, 
there was in that answer neither malice nor 
any dark feeling about profit, but ignorance 
only—ignorance of the facts and worse igno- 
rance of the realities in competitive enterprise. 

Railway Age said: ‘In general, the principal 
disclosures of the inquiry are (1) that railway 
employees like the industry and take pride in 
its war record; and (2) that they are almost 
completely devoid of accurate knowledge of the 
industry’s earnings and of its economic posi- 
tion. On the average, they believe the railroads 
to be fantastically more profitable than they 
are. At the same time, they are generous: in 
their estimate of the earnings the. industry 
ought to make. Employee understanding of the 
railways’ competitive difficulties is shown to be 
limited and indefinite.” 

And yet for years the railroads have been 
posting in their stations and elsewhere striking 
posters to show what happens to a railroad 
dollar when it is cut up and divided like a pie, 
Mr. Garrett concludes. Why wouldn’t they look 
at it, or, looking at it, why didn’t they see it? 

* * * 


Since 1935, average hourly earnings for 
men employed by one of the large electrical 
manufacturers have climbed 51 per cent— 
more than half the gain being in the last five 
years. 
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INSTITUTE ACTIVITIES 








Bulletin on Controllers’ Office Organization 
Marks New Advance in Institute’s 
Educational Program 


By Charles C. Hull, Director of Education, Controllers Institute of America 


Over the past decade much pioneering 
work has been done on the long-range 
educational objectives of The Institute. 
In making plans for the educational re- 
search work naturally the objectives set 
up by the National Committee on Educa- 
tion have served as a guide. They enabled 
Dr. Logan to line up the studies which 
led to the publication of the first three 
Bulletins on “The Place of the Control- 
ler’s Office in the Business Organization” 
and to assemble the material for Bulletin 
IV, “The Organization of the Control- 
let’s Office.” 

The motives of the Committee are 
high motives. They epitomize the thought 
of improving controllership practices for 
the ultimate good of business and gov- 
ernment as a whole, and of strengthen- 
ing and improving controllership as a 
calling. In addition they attempt to circu- 
late among controllers the best current 
practices with the hope of making them 
available eventually to colleges and uni- 
versities. 

The current and long-range educational 
aims of the Committee, as set forth by 
Professor Ross G. Walker, Chairman, in 
a recent report to the President and Man- 
aging Director of The Institute include 
the following: 


1. To serve as a general promoting and 
directing agency in the production of 
new articles, books, monographs, re- 
searches, case studies, and other forms 
of recorded professional experience 
and opinion relating to the definition 
and solution of the problems of the 
controllership function; 

2. To provide for the work of searching 
out similar materials already produced 
and in available files, and at the same 
time adaptable to current uses; 

3. To provide for the editorial tasks in- 
volved in preparing many of such ma- 
terials for publication in a form suit- 
able for use not only: 

a. By educators in courses designed di- 
rectly or indirectly for bastc scho- 
lastic training in controllership; but 
also 

b. By controllers in the training of 
“apprentices” in their offices; 

c. By controllers who may find it use- 
ful to have access to a central file 

of ‘scene: thinking on their 

problems—a file which is largely 


supplied and kept alive by their 
own contributions; and finally, 

d. By industrial management generally 
in handling problems of control- 
ership organization and adminis- 
tration. 


It can readily be seen that the plan en- 
compasses many activities, a number of 
which are being worked out. With the 
telease of “The Organization of the 
Controller’s Office” in January, the first 
four Bulletins were completed. Bulletin 
V, “Reports Prepared by the Controller,” 
is being prepared for publication; con- 
tacts with leading educators are being 
maintained; an inquiry file is being built 
up, and articles from past issues of THE 
CONTROLLER have been indexed—both 
of these latter for use in supplementing 
the preparation of case studies. Attempts 
also are being made to spread informa- 
tion concerning this work by submitting 
to Chambers of Commerce, to trade asso- 
ciations, as well as to the various Con- 
trols, subjects for monthly discussion 
meetings. 

In the course of time it is the Commit- 
tee’s hope to pull together all these fac- 
tors and mold them into a well-rounded 
unit, for the benefit of all concerned. 


Chicago Control Schedules 
Educational Meeting 


For the second consecutive year, the 
Program Committee of the Chicago 
Control has developed an afternoon and 
evening educational meeting, this year’s 
being scheduled for February 25 in co- 
operation with Northwestern University. 
The inaugural meeting, in February, 
1946, was conducted in conjunction with 
The University of Chicago. 


Full Committee Named for 
French Lick Conference 


Appointment of Mr. Lisle W. Ad- 
kins, controller of The Crosley Corpora- 
tion, Cincinnati, and Mr. B. C. Schaefer, 
controller of the Advance Paint Com- 
pany, Indianapolis, to the special com- 
mittee developing the conference of 
controllers at French Lick, Indiana, on 
June 13-14, 1947, has been announced. 
They will serve with representatives of 
the Dayton and Louisville Controls in 
developing the program and other fea- 





tures at the French Lick Conference. 
Members of the Chattanooga, Atlanta 
and Birmingham Controls are also 
expected to attend. 

Those serving on the committee, in 
addition to Messrs. Adkins and Schaefer, 
are Messrs. John R. Sanderlin, Treasurer 
of Brown-Forman Distillers Corpora. 
tion, Louisville; G. Stuart Bruder, con- 
troller of The Mengal Company, Louis. 
ville; R. E. Hoefflin, Treasurer of The 
Waco Aircraft Company, Troy, Ohio; 
W. B. Harrell, Auditor of the Louisville 
Tin and Stove Company; and W. H., 
MacLean, George Byers & Son, Ins., 
Louisville. 





POSITION OPEN 











Controller or Assistant Controller 
Radio manufacturer located in Midwest re- 
quires experienced Controller or Assistant Con- 
troller to supervise operations of four plants. 
Wiil be responsible for operating and financial 
budgets, cost and general accounting, inventory 
controls and general administration. Applicant 
must have had previous similar experience. Re- 
ply should state salary requirements. Address: 
Box 664, “The Controller,’ One East Forty- 

Second Street, New York 17, New York. 





POSITIONS WANTED 











Controller or Assistant Controller 


Desires new connection with a progressive 
and stable organization having a sound financial 
position. Seventeen years experience as con- 
troller, executive accountant and auditor in the 
industrial and professional field. Age 40. Mar- 
ried. Presently engaged as controller with a 
manufacturer in the textile industry. Prefer a 
location west of Detroit or Cleveland. Salary 
open. Principles only. Address: Box 665, “The 
Controller,” One East Forty-Second Street, New 
York 17, New York. 


Controller 


Excellent accounting executive, office man- 
ager; qualified for treasurer or assistant. Ex- 
ceptional ability, resourceful, and manage peo- 
ple easily and well. Desires position with pro- 
gressive company. Broad rh ome in indus- 
trial and textile accounting, costs, systems, 
taxes, budgets and inventories, with knowl- 
edge of modern management techniques. Sal- 
ary and location open. Full particulars on re- 
quest. Available immediately. Address: Box 
667, “The Controller,’ One East Forty-Sec- 
ond Street, New York 17, New York. 


Controller—Accountant 


Key executive for expanding concern avail- 
able immediately. Has excellent background 
of public and private accounting experience. 
Recently employed by a dynamic New York 
City organization where he handled cootdi- 
nation of procedures and interdepartmental 
operations, which involved supervision of over 
two hundred office employees. Married. Age 
41. C. P. A. Salary $10,000. Address: Box 
668, “The Controller,” One East Forty-Sec- 
ond Street, New York 17, New York. 

* * * 

There are 55,114,143 people in the United 
States who have completed eight or more 
years of schooling. 
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“Neither Labor nor Management 
exists in a vacuum; they co-exist in | 
| a soctety. And never must we in | 

business or they in labor forget that 

the public welfare must come first.” 
EARL BUNTING, | 
President, N. A. M. 











Urges War Inventories Be 
Carried at Pre-War Cost 


In a discussion of prosperity forces in “The 
General- Auditor,” for November, 1946, by 
J. Pryse Goodwin, A. C. A. (Eng.) and 
C. P. A. (Ill.), the author concludes with ob- 
servations on war inventories. 

“It seems that during every war,” says Mr. 
Goodwin, “inventory prices show a progres- 
sive advance until the day of Armistice or Un- 
conditional Surrender; and thereafter, with 
cancellation of government contracts, prices 
show a precipitate decline with the results that 
either (a) Manufacturers have to liquidate at 
a loss, or (b) Labor has to get more money to 
meet the higher cost of living. 

“There is no disputing the fact that these 
higher prices are brought about by war condi- 
tions. Their cost, therefore, belongs to and 
should be embraced in the war’s cost. To 
bring this about an effort was made by the 
accounting profession in advocating a War In- 
ventory Price Control Plan known as L.I.F.O. 
(Last in, First out), and it was felt that by 
this plan the values of inventories, in spite of 
rising prices, would be maintained at or near 
pre-war cost. Experience, however, soon 
showed that the plan was ineffectual for the 
reason that war inventories became many times 
the volume of pre-war inventories; thus, to the 
extent that the former exceed the latter, these 
excess prices embraced in war inventories (raw 
materials, work-in-process and finished prod- 
ucts) were all carried into the post-war epoch. 

“The influences of these excessive costs over 
pre-war prices have had a marked effect upon 
the cost of living, and this force, plus that of 
the shorter work-week, are the causes of La- 
bor’s dissatisfaction, resulting, in many cases, 
in strikes disrupting the prosperity that should 
be here. 

“If, instead of being carried forward into 
the post-war epoch, all of these costs in excess 
of pre-war prices had been written off during 
the war as cost of war sales, they would have 
served to reduce war profits and renegotiation 
recoveries. They would also have placed the 
costs where they belonged. Further, if for 
war inventories, pre-war prices instead of 
L.LF.O. had been maintained throughout the 
war years, then inventories at the war’s end 
would have been at values upon which, under 
peace or post-war conditions they could be 
liquidated, not at a loss but at a profit, thus 
speeding instead of hampering our national 
economy. 

“Maybe by the time of World War III the 
accounting profession will have learned to 
catty war inventories at pre-war cost. Then 
surely with these national and far-reaching 
forces in operation our national economy will 
enjoy a better prospect for perpetual prosper- 
ity,” Mr. Goodwin declares. 


Management Services of Independent 
Accountants Outlined 


Management services provided by the in- 
dependent public accountant were considered 
in an article by Charles E. Fernald in ‘The 
Journal of Accountancy” for November, 1946. 
Mr. Fernald is senior partner of Fernald & 
Co., Philadelphia, and a director of the Na- 
tional Association of Credit Men. 
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Built into “wy FRIDEN 


Here is the Fully Automatic Calculator that brings 
you the figure work efficiency needed in every type 
of business... large or small. Join the thousands of 
FRIDEN USERS who haye gained accounting confi- 
dence through being able to produce speedily and 
with positive proof of accuracy; all types of figure 
work from the simplest to the most complicated. 
Contact your local Friden Representative... learn of 
the Calculator into which efficiency has been “built- 
in” at the Factory, ask for a demonstration on your 


own figure work problems. 


Friden Mechanical and Instructional 
Service is available in approximately 
250 Company Controlled Sales Agencies 
throughout the United States and Canada. 


FRIDEN CALCULATING MACHINE CO., INC. 


HOME OFFICE AND PLANT - SAN LEANDRO. CALIFORNIA. U.S.A. - SALES AND SERVICE THROUGHOUT THE WORLD 
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‘Operating Results of Department and 
Specialty Stores Are Studied 


A bulletin, prepared by the Harvard Bureau 
of Business Research, reports on the twenty- 
sixth annual survey of department store and 
specialty store operating results. These results 
clearly show the influence of a war-created 
inflation, similar in many respects to the con- 
ditions that prevailed in 1920 when the first 
Harvard survey was published. Total dollar 
sales in 1945 were boosted to the highest level 
in the history of these studies, while depart- 
ment store expense ratios for the years 1944 
and 1945 have reached a level almost as low as 
those of 1920. There is, however, one striking 
difference between the current period and 
1920: the Federal Government in the present 
era absorbed a substantially larger portion of 
business profits by taxation than in 1920. It 
has become the second largest claimant, of the 
department store consumer's dollar, outranked 
only by the claims of employees. 

The current publication, dealing with 1945 
operating results, was written by Prof. Milton 
P. Brown with the editorial assistance of Prof. 
Elizabeth A. Burnham. The statistics were pre- 
pared by the Harvard Bureau of Business Re- 
search under the direction of Miss Esther M. 
Love, Executive Secretary, with the financial 
support and cooperation of the National Re- 
tail Dry Goods Association. The 1945 study 
is based on information contributed by 522 
firms operating 489 department stores and 182 
specialty stores located throughout the United 
States and Canada. The following abstract was 
prepared by the Division of Research of the 
Harvard Business School. 


DEPARTMENT STORES 
Highlights of the operating results of de- 
partment stores for the year 1945 may be 
summarized as follows: 
Sales. For the seventh consecutive year, 
total dollar sales of reporting department stores 


increased over the level of the preceding year. 
The increase of 1945 over 1944, 11.5 per cent., 
was, however, the lowest year-to-year percent- 
age increase recorded since 1940. In sharp 
contrast to 1944 results, when sales increases 
were rather evenly distributed over all volume 
groups, the larger stores with sales over $2,- 
000,000 showed substantially higher percent- 
age increases in 1945 than did the smaller 
stores. The overall increase in total dollar 
sales in 1945 reflected a simultaneous increase 
in both the number of transactions and size of 
the average gross sale. 

Gross Margin. The average gross margin as 
a percentage of sales in 1945 was slightly be- 
low the level of the preceding year, due both 
to smaller initial markon percentages and some- 
what higher retail reductions. Although the 
average gross margin percentage for all re- 
porting stores showed a small decrease in each 
of the past three years, the 1945 average was 
exceeded in only four of the past eleven 
years. In general, the stores in the low volume 
groups displayed lower gross margin percent- 
ages than did the larger stores. 

Expenses. For the first time since 1938, the 
figure for total expense as a percentage of sales 
rose. Although the 1945 expense rate of 27.6 
per cent. was only 0.4% of sales higher than 
the 1944 figure, the increase in dollar expendi- 
tures amounted approximately to 13 per cent. 
In spite of this increase, the rates shown in 
1944 and 1945 have been bettered only once 
in the last twenty-six years, and that was in the 
postwar boom year 1920. The principal in- 
crease in the cost of doing business in 1945 
occurred in the payroll account. As in pre- 
vious years, the smaller stores continued to 
show markedly lower expense percentages than 
did the larger stores, primarily because of 
their lower payroll, advertising, and supply 
costs. 
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The average dollar cost per sales transaction 
of the larger department stores was consider- 
ably higher in 1945 than in the prewar year 
1939. Compared with the 1939 figure, the total 
dollar cost of each transaction was approxi- 
mately 14 cents higher in 1945. 

Earnings and Federal Taxes. The decline 
in gross margins in conjunction with the in- 
crease in the cost of doing business produced 
an average figure for net gain before federal 
income and excess profits taxes which was 
slightly lower than that exhibited in 1944. In 
spite of a decrease in the net gain figure from 
12.3 per cent. in 1944 to 11.5 per cent. in 
1945, the 1945 net gain was still higher than 
that reported in any year during the last dec- 
ade except 1944. 

Federal taxes on income and excess profits 
absorbed approximately 69 per cent. of the 
net gain before taxes earned by department 
stores, about 2 per cent. less than the propor- 
tion taken in 1944. This relative decrease in 
taxes offset the reduced net gain of 1945, with 
the result that the average net business profit 
after taxes in 1945 was the same as that te- 
ported in 1944; namely, 3.6 per cent. of net 
sales. As a percentage of sales the net gain 
after taxes was less than that attained in each 
of the years 1940 to 1943. Because the dollar 
sales in 1945 were higher than in any of these 
preceding years, however, net income in dollars 
was higher in 1945 than at.any time during 
the war period. 

As a percentage of sales, the federal taxes 
on income paid by the lower volume groups 
were typically smaller than those paid by the 
larger stores. The lowest percentage, 2.6 per 
cent., was reported by the stores with sales 
under $150,000 a year, while the top figure of 
8.6 per cent. was reported by stores with sales 
between $4,000,000 and $10,000,000. Because 
of lower federal taxes on income and lower ex- 
pense ratios, the smaller stores showed the 
highest percentages of net gain after taxes. 
This was particularly true of stores with sales 
under $300,000. 

As in a number of previous years, a simul- 
taneous grouping of store reports by size of 
store and by size of city showed that the best 
results were obtained by the larger stores in 
the smaller cities. 

Other Conclusions. The rate of stock-turn in- 
creased over the 1944 level, reaching a new 
twenty-six-year peak. In spite of high stock- 
turn rates, however, there was considerable 
evidence that closing inventories for 1945 were 
higher as a percentage of 1945 sales than those 
which were recorded at the end of 1944. Hence 
the higher rates of stock-turn resulted pri- 
marily from the increase in sales. 

While cash sales and instalment sales in- 
creased slightly in 1945, charge sales as a per- 
centage of total sales declined for the fourth 
consecutive year, reaching 35.7 per cent., the 
lowest figure in the last decade. 

The productivity of employees, measured in 
terms of dollar sales per employee, improved 
by comparison with 1944. Likewise the pro- 
ductivity of space, measured in terms of dollar 
sales per square foot, was higher in 1945 than 
in 1944, except for the lowest volume group 
of stores. 

The report also presents analyses of fe 
gional variations in sales, shifts in emphasis 
on different merchandise lines, use of self- 
service sales methods, emphasis on brand met- 
chandise, and compensation of executives and 
employees. Particular attention is devoted to 
an analysis of real estate lease arrangements 
and to a special study of the plans for building 
construction and improvements now being made 
by department stores. 


SPECIALTY STORES 
Specialty stores in 1945 obtained a slightly 
higher rate of sales increase over 1944 than 
that exhibited by department stores of similar 











by the 
309 [ 
missic 
lation: 
withor 
of the 
vise ¢ 
tend 1 
tectior 
trusts 
for in 

It i: 
amend 
in the 
will b 
Opport 
presen: 
lished 


One 
agitato 
is noth 
good « 
denoun 
(Toror 


Publ 
upon « 
father | 
sible Ou 
Place h 
tion. V; 





ion 
ler. 
ear 
otal 
oXi- 


line 


ced 
eral 
was 

In 
rom 


han 
dec- 


ofits 
the 
1ent 


» in 
vith 
rofit 

re- 
net 
yain 
ach 
Mar 
1ese 
lars 
ring 


1X€S 
ups 
the 
per 
ales 
> of 
ales 
1use 


the 
xeS, 
ales 


> of 
best 
; in 


| in- 
new 
ock- 
able 
vere 
10S€ 
once 
pri- 

in- 
per- 
urth 
the 


1 in 
ved 
pro- 
ilar 
‘han 


re- 
asis 
self- 
ner- 
and 
1 to 
ents 
ling 
ade 


htly 
han 
ilar 








size. The gross margin of specialty stores as 
a percentage of sales increased slightly, from 
38.65 per cent. in 1944 to 38.9 per cent. in 
1945, a level which has been exceeded in only 
one year during the last decade—1943. In 
spite of increased sales, the percentage cost of 
doing business in specialty stores rose from 
29.75 per cent: in 1944 to 30.4 per cent. in 
1945. The higher expense rate more than off- 
set the slight increase in gross margins, and, 
as a result, the earnings of specialty stores be- 
fore taxes were lower in 1945 than in the pre- 
ceding year. As in the case of the department 
stores, the federal income and excess profits 
taxes of the specialty stores were somewhat 
lower in 1945 than in 1944, and hence net 
earnings after taxes as a percentage of sales 
were about the same in the two years. 

Specialty stores continued in 1945 to’ ex- 
hibit somewhat higher gross margins than de- 
partment stores, but these margins were more 
than offset by the higher expense ratios of the 
specialty stores. As a result, the percentage 
earnings before taxes on income reported by 
specialty stores were less than those of depart- 
ment stores, a relationship which has existed 
for many years. 

The smaller specialty stores, particularly 
those with sales of less than $500,000, ex- 
hibited the best records of earnings before 
taxes in 1945. This result flowed solely from 
the lower expense rates reported by these stores, 
since their margins were typically lower than 
those of the stores with sales above $1,000,000. 


Treasury Considering Amendments to 
Family Trust Regulations 


Commissioner of Internal Revenue Joseph 
D. Nunan, Jr., announced late in December 
that consideration is being given to the adop- 
tion of amendments to the regulations inter- 
preting the Clifford and related decisions of 
the Supreme Court. In general, the amend- 
ments would be designed to permit greater 
flexibility in the administration of family 
trusts without adverse income tax consequences 
to persons creating them. The Commissioner 
stated that consideration is also being given to 
the question of making any such amendments 
apply to the year 1946 as well as future years. 

The present regulations were issued on De- 
cember 29, 1945, and contain specific rules 
for the application of the doctrines announced 
by the Supreme Court in Helvering v. Clifford, 
309 U. S. 331 and related cases. The Com- 
missioner stated that experience with the regu- 
lations during the past year indicates that, 
without departing from the basic principles 
of those decisions, it may be possible to re- 
vise certain aspects of the regulations to ex- 
tend to grantors more flexibility in the pro- 
tection of the beneficiaries of bona fide family 
trusts without running the risk of liability 
for income tax on the trust income. 

It is expected that a decision regarding the 
amendments under consideration will be made 
in the near future. Any revisions decided upon 
will be published in the Federal Register with 
opportunity afforded to interested persons to 
present their views under the procedure estab- 
lished by the Administrative Procedure Act. 


* * * 


One of the saddest sights in the world is an 
agitator who has triumphed in his cause. There 
is nothing left for him to do but sigh for the 
good old days when he could earn a living 
denouncing the bosses. THE FINANCIAL Post 
(Toronto). 

* * * 

Public policy today is centered primarily 
upon enlarging the claims upon production 
father than upon stimulating the greatest pos- 
sible output and letting the forces of the market 
place handle the necessary functions of distribu- 
tion. VIRGIL JORDAN. 
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The Vice-President in Charge 
of Production was amazed when 
the public accountant told him 
that Form X-463 wasn’t earning 
its keep. Far from indispensable, 
X-463 turned out not to be worth 
its weight in paper. It was impeding 
instead of expediting production 
...wasted time, money and energy. 


Onk of the public accountant’s 
most important jobs is to check 
on the efficiency of business forms 
and records. A trained “outsider” 
with an inside view, he is uniquely 
qualified as an analyst. Knowing 
business procedures, the accountant 
can distinguish with a ready skill 


between the functional and the 
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a paper goldbrick.” 


obsolescent. He has the perspective 
to see each phase of a business in 
terms of its place in the over-all 
operation. Acting on accountants’ 
recommendations, management 
can frequently streamline systems, 
cut corners and costs, increase the 
harvest of profits by pruning all 
procedural dead wood. To give 
their clients this service, public 
accountants need ready access to 
fresh, significant facts. 


McBee is not an accounting 
firm, but our products and methods, 
evolved in 40 years of experience, 
can aid professional accountants 
by making the necessary facts 
available speedily, in usable form. 


THE McBEE COMPANY 


SOLE MANUFACTURERS OF KEYSORT 
295 Madison Avenue, New York 17, N. Y... Offices in principal cities 
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MEETINGS OF CONTROLS 








BALTIMORE 

Topic: WAGES, PRICES AND LABOR 

RELATIONS 

“Wages, Prices and Labor Relations’ was 
the topic discussed by Dr. Howard R. Bowen, 
economist for Irving Trust Company, at the 
Lord Baltimore Hotel, the scene of the Janu- 
ary 8 meeting of the Baltimore Control. 


BOSTON 
Topic: COMPANY GUIDANCE 
A four-man panel, under the leadership of 
guest speaker, Professor W. Arnold Hosmer 
of the Harvard Business School, and includ- 
ing three members of the Boston Control, Mr. 
George E. Baskie, of the American Optical 
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Company, Southbridge, Mass., Mr. Dwight B. 
Billings, of Pacific Mills, Boston, and Mr. 
Alden C. Brett, of Hood Rubber Company, 
Watertown, Mass., told the Boston Control 
members how to guide their companies 
through a boom and depression cycle, on Janu- 
ary 14, at Putnam and Thurston’s Restaurant. 


BRIDGEPORT 
Topic: TAX PROBLEMS 
The Bridgeport Control held its regular 
monthly dinner meeting at the University 
Club, on January 8. Mr. William F. Connelly 
addressed the Control on the subject of “Cur- 
rent Tax Problems.’”’ Mr. Connelly is tax 
assessor of Bridgeport. 


BUFFALO 

Topic: AMERICA’S FUTURE LABOR 

POLICY 

The Buffalo Control meeting of January 14 
at the Park Lane featured as speaker for the 
evening, Mr. Harold V. Potter, attorney of 
Davis, Townsend, Snyder and Potter, Buffalo, 
and a labor relations man. Mr. Potter dis- 
cussed “America’s Future Labor Policy.” 


CHATTANOOGA 
Topic: FINANCIAL STATEMENTS 
Current trends in the presentation of finan- 
cial statements were reviewed by the members 
of the Chattanooga Control, at their regular 
monthly dinner meeting on January 7, at the 
Read House. E. Shodd acted as leader of the 
discussion. 


CHICAGO 
Topic: MANAGEMENT PUBLIC RELA- 
TIONS 
Mr. Weston Smith, vice president and busi- 
ness editor of “Financial World,’ New York 
City, presented his views on “Managerial Op- 
portunities in Corporate Public Relations,”’ be- 
fore the Chicago Control, at their January 21 
dinner meeting, held at the University Club. 


CLEVELAND 
Topic: PURCHASING POLICIES 
Editor of “Purchasing” magazine, Mr. Stu- 
art F. Heinritz, spoke before the Cleveland 
Control at their January 14 dinner meeting, 
on ‘Purchasing Policies for 1947.” The meet- 
ing took place at the Cleveland Athletic Club. 


DALLAS-HOUSTON JOINT MEETING 
PAPERS ON TECHNICAL SUBJECTS 


The Dallas Control and the Houston Con- 
trol held a joint-meeting on January 24, at the 
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Lamar Hotel in Houston. Mr. Gay Carroll, 
of the Humble Oil and Refining Company, 
Houston, and Mr. W. M. Padgett, of the Pan 
American Pipe Line Company, Houston, both 
members of the Houston Control, presented 
papers on technical subjects for the afternoon 
program. Colonel Ike Ashburn and Mr. Paul 
Haase, assistant secretary of The Institute and 
managing editor of THE CONTROLLER, were 
the evening speakers. Mr. Haase spoke briefly 
on current activities of The Institute. 


DAYTON 
Topic: INVENTORY CONTROL 


Mr. Paul J. Mayle, a member of the Con- 
trollers Institute at Dayton, and the comp. 
troller of the Dayton Rubber Manufacturing 
Company, led a round table discussion on the 
subject of inventories and their control, at 
the January 9 meeting of the Dayton Control, 
which took place at the Van Cleve Hotel. 


DETROIT 
Topic: UNEMPLOYMENT INSURANCE 


On December 17, Mr. Eugene T. Dormer 
developed his views on “Unemployment In- 
surance” before the Detroit Control, which 
met at the Hotel Statler. Mr. Dormer has 
been, since 1938, director of the Claim Unit 
and Unemployment Compensation Division 
of the Michigan Unemployment Compensa- 
tion Commission, and for the past one and 
one-half years, acting executive director of 
the Commission. 


DISTRICT OF COLUMBIA 
Topic: NATIONAL PARKS 


Supplementing his remarks by an illus- 
trated lecture of national parks and monv- 
ments in the District of Columbia area, Mr. 
R. F. Lee, historian of the National Park 
Service, discussed the work of the National 
Park Service at the December 16 meeting of 
the District of Columbia Control, held at the 
Carlton Hotel. 


HARTFORD 
Topic: SECTION 102 
Mr. James W. Hickey, C. P. A. of Connecti- 
cut, and president of the Connecticut State 
Board of Accountancy, was speaker. at the 
regular monthly meeting of the Hartford Con- 
trol on January 8, held at the Elm Tree Inn, 
Farmington, Connecticut. Mr. Hickey, spoke 
about section 102 of the Internal Revenue 
Code—“Improper Accumulation of Surplus.” 


HOUSTON-DALLAS JOINT MEETING 
PAPERS ON TECHNICAL SUBJECTS 


The Houston Control and the Dallas Con- 
trol held a joint-meeting on January 24, at the 
Lamar Hotel in Houston. Mr. Gay Carroll, 
of the Humble Oil and Refining Company, 
Houston, and Mr. W. M. Padgett, of the Pan 
American Pipe Line Company, Houston, both 
members of the Houston Control, presented 
papers on technical subjects for the afternoon 
program. Colonel Ike Ashburn and Mr. Paul 
Haase, assistant secretary of The Institute and 
managing editor of THE CONTROLLER, wefe 
the evening speakers. Mr. Haase spoke briefly 
on current activities of The Institute. 


INDIANAPOLIS 
Topic: FEDERAL TAX 


Mr. Charlton N. Carter, C. P. A. of Carter, 
Kirlin, Walker and Merrill, of Indianapolis, 
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discussed “Federal Tax Developments” at the 
regular monthly meeting of the Indianapolis 
Control of the Controllers Institute of Amer- 
ica, held on December 19 at the Lincoln Hotel. 


LOS ANGELES 
Topic: WAR EXPERIENCES 


Arthur L. Cable, a member of the Los 
Angeles Control of the Controllers Institute, 
related his wartime experiences in England and 
France before his fellow members of the Los 
Angeles Control at their January 16 meeting, 
at the Ambassador Hotel. Mr. Cable, who is 
controller of the Los Angeles Brewing Com- 
pany, significantly called his talk “Operation 
Confusion.” 


NEW ORLEANS 
SPECIAL PROGRAM 


A special resolution in memory of its first 
president, Samuel M. Smallpage, who died on 
December 20, was adopted at the January 21 
meeting of the New Orleans Control. An il- 
luminated parchment copy of the resolution, 
signed by the president, C. P. Binnings, and 
secretary, W. P. Stich, of the Control, which 
had been developed through arrangements made 
by Mr. Paul Haase, assistant secretary of The 
Institute, was presented to Mrs. Smallpage. 
Mr. Haase attended the New Orleans Control 
meeting during the course of a trip to Hous- 
ton, Texas, where a conference of Texas 
controllers was held on January 24. 


NEW YORK CITY 
Topic: EMPLOYEE FRAUDS 
“Catching up with Employee Frauds— 
1947” was the subject discussed by J. S. Seid- 
man, of Seidman and Seidman, certified public 
accountants, at the regular monthly dinner 
meeting of the New York City Control, held 
at the Hotel New Yorker, on January 9. 


PHILADELPHIA 
Topic: ANNUAL REPORTS 

An address on “The Annual Report—A Ve- 
hicle for Good Public Relations’ was pre- 
sented before the January 9 dinner meeting of 
the Philadelphia Control, by Franklin Walt- 
man, Mr. Waltman is director of public rela- 
tions of the Sun Oil Company of Philadelphia. 
The chairman of the meeting was Robert G. 
Dunlop, comptroller of Sun Oil Company, 
who is a member of the Philadelphia Control 
of The Institute. 

Mr. Paul Haase, assistant secretary of The 
Institute, and managing editor of THE Con- 
TROLLER, attended the meeting, and spoke 
briefly on current activities of The Institute. 


PITTSBURGH 
Topic: OPEN FORUM 
The January 20 dinner meeting of the Pitts- 
burgh Control was held in the form of an 
open forum at the Duquesne Club. Timely and 
important controllership subjects, selected by 
the members, were discussed, with Fred J. 
Woessner, assistant comptroller of Carnegie- 
Illinois Steel Corporation, Pittsburgh, and a 
member of The Institute, acting as chairman 
and discussion leader. 


PORTLAND 
Topic: MULTIPLE MANAGEMENT 


A sound-slide color film presentation was 
shown to the members of the Portland Con- 
trol, at their January 17 meeting, disclosing 
the facts about multiple management, new 
methods of management. Following the pres- 
entation, an open forum discussion of this 
Plan was held. 
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ROCHESTER 
Topic: GREAT BRITAIN 


Norman R. Olley, secretary and controller 
of R. T. French Company, discussed “Our 
British Friends” at the December 26 meeting 
of the Rochester Control, at the Sheraton Ho- 
tel. Mr. Olley returned a short time ago 
from an extensive visit in England, one of 
a number he has made in bygone years on be- 
half of his company. He presented observa- 
tions of the present and predictions of the 
future of the British Empire. Mr. Olley is a 
past president of the Rochester Control, and 
is serving as a national director of The In- 
stitute. 


ST. LOUIS 


Topic: CORPORATION PUBLIC RELA- 
TIONS 
Mr. Weston Smith, vice-president and busi- 
ness editor of “Financial World,” published 
in New York City, addressed the St. Louis 
Control on-‘‘The Financial Executive’s Part in 
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a Corporation Public Relations Program.” The 
meeting took place on January 22 at the Statler 
Hotel. 


SAN FRANCISCO 
Topic: LABOR RELATIONS 


The “Future of Labor Relations” was the 
topic of discussion at the regular monthly 
meeting of the San Francisco Control, held on 
January 16, at the Army & Navy Club. The 
guest speaker for the evening was Mr. J. 
Hunter Clark. 


SPRINGFIELD 


Topic: WAGES, PRICES AND LABOR 
RELATIONS 


Dr. Howard R. Bowen analyzed “Wages, 
Prices and Labor Relations” for the Spring- 
field Control, which met January 21 at the 
Sheraton Hotel. Dr. Bowen is associated with 
the Irving Trust Company, New York, as an 
economist. 
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TOLEDO 
Topic: OPEN DISCUSSION 


A variety of topics covering individual 
problems, product data, “‘portal-to-portal’” 
issues, and cash policies, was handled by the 
Toledo Control at the regular monthly meet- 
ing on January 9, at the Secor Hotel. Two 
members of the Control, Lemuel Leroy Hawk, 
of the Aro Equipment Corporation, Bryan, 
Ohio, and Hobart M. Brown, of the Toledo 
Steel Products Company, Toledo, served as 
discussion leaders. 


TWIN CITIES 
Topic: UNIVERSITY RELATIONS 


Mr. Richard L. Kozelka, dean of the School 
of Business Administration, University of 
Minnesota, discussed “Relationship of a Con- 
troller with the University of Minnesota 
School of Business” at the regular monthly 
dinner meeting of the Twin Cities Control, 
held January 7, in the Italian Room of the 
Hotel Radisson. 
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WESTERN MICHIGAN 
Topic: INDUSTRIAL PSYCHOLOGY 


At the January meeting of the Western 
Michigan Control held at the Peninsular Club, 
Grand Rapids, on January 8, Dr. Ralph R. 
Brown, consulting psychologist, of Cincin- 
nati, discussed “The Application of Psychol- 
ogy to Industry.” 


Tentative Program Decided 
Upon for Eastern Conference 


The following tentative program for 
the Eastern Spring Conference was 
agreed upon at a meeting of the Pro- 
gram Committee held on January 15, 
1947, in Washington, D. C.: 


Sunday, March 16 
5 o’clock p.m. 
Reception and Cocktail Party— 
Carlton Hotel 
Entertainment 


7 o'clock p.m. 
Dinner at Carlton Hotel 


Monday, March 17 
9 o’clock a.m. 
Registration of Members and Guests— 
Statler Hotel 


9:30 o’clock a.m. 
General Session—Statler Hotel 
Technical Discussion on Economics in 
Business 


12:15 o’clock p.m. 
Luncheon—Statler Hotel 


2:15 o’clock p.m. 
General Session—Statler Hotel 
Technical Discussion on Labor Relations 


7 o'clock p.m. 
Banquet—Statler Hotel 


Tuesday, March 18 
9:30 o’clock a.m. 
General Session—Statler Hotel 
Technical Discussion on Tax Legislation 


12:15 o’clock p.m. 
Luncheon—Statler Hotel 


Contributors to “The Office” 


Two members of the Controllers Institute 
were contributors to the annual review and 
survey conducted by “The Office,’ magazine 
of office equipment. They included The In- 
stitute’s national president, John H. MacDon- 
ald, vice-president of National Broadcasting 
Company, New York, and Mr. Arthur R. 
Burbett, comptroller of the First National 
Bank of Baltimore, who is serving this year as 
a president of the National Association of 
Bank Auditors and Comptrollers. Mr. Mac- 
Donald’s observations were entitled, ‘‘Cost 
Consciousness a Challenge to Offices,” while 
Mr. Burbett discussed the many added new 
functions that banks now undertake. 


* * * 
96 per cent. of a Cleveland manufacturer’s 
available income in 1945 went into payrolls. 
* * * 
American seamen are the best paid in the 


world. 
* # Pa 


Health authorities of a typical American 
city have established that handwashed_ dishes 
contain 23.72 times more living bacteria than 
dishes cleansed in an electric dishwasher. 








Positions Open 











Office Methods Consultant 


Very large national manufacturing company 
is strengthening systems division and needs 
senior man for advanced design, research and 
consulting duties. One of the infrequent op. 
portunities for this type of connection. The 
applicant should have a very broad background 
in the most modern developments in office 
operations, including systems, equipment and 
supplies, cost control and reduction. Age under 
40 preferred. Submit a detailed résumé of 
qualifications and experience. Address: Box 
669, “The Controller,” One East Forty-Sec- 
ond Street, New York 17, New York. 


Traveling Auditors 


For a nationally known electrical manv- 
facturer. Administrative headquarters New 
York City, but will be out of New York 
area 50 per cent. of time. Need is for Seniors 
and Semi-Seniors with manufacturing expe- 
rience. Give complete résumé and salary re- 
quirements. Address: Box 666, ‘The Con- 
troller,’ One East Forty:Second Street, New 
York 17, New York. 


Comptroller 


For nationally known manufacturer of 
heavy machinery, operating several plants. 
Should be 35 to 45 years of age with several 
years of public accounting and at least five 
years’ experience in controllership work in 
heavy goods industry. Salary commensurate 
with experience and ability. Give full details 
in first letter. Address: Box 670, “The Con- 
troller,” One East Forty-Second Street, New 
York 17, New York. 


Specialized Business Credit Seen Needed 
for Post-War Test 


Greater need for specialized business credit 
this year is seen by William J. Drake, executive 
secretary, National Conference of Commercial 
Receivable Companies, Inc. The companies com- 
prise old-line factors, who are particularly active 
in the textile industry, accounts receivable 
finance houses, operating on a non-notification 
basis, and th® all-around commercial finance 
companies. 

Reconversion expenses, unbalanced inven- 
tories due to shortages and tightening consumer 
markets are all serving to deplete the working 
capital and cash reserves of small and mediun- 
sized, as well as large and substantial busi- 
nesses, he said. This is clearly indicated by the 
fact that the amount of business loans out- 
standing in the last quarter of 1946 climbed to 
new record peaks. The demand for business 
loans in 1947 is expected to rise to even greater 
levels. 

“With the United States Department of Com- 
merce reporting that the value of inventories in 
all stages of fabrication reached the gigantic 
figure of $19,500,000,000 in October—the 
highest on record—constituting the fourth con- 
secutive month of the year in which inventory 
values reached new high levels, the requife- 
ments of many business houses. for short-term 
funds, particularly for working capital, 1s 
greatly sharpened,” he said. ‘Unfortunately, the 
recent weakness of the stock market has made 
it inadvisable for all but the blue chip com 
panies to undertake financing by sale of stock 
or long-term debentures and hence, with the 
opening of 1947, many are looking elsewhere 
for urgently needed credit.” 

* * * 

More than 71,000,000 Americans 

own $163,000,000,000 of life insurance. 


today 








T 
ness 
fout 
tota 
cove 
fere: 
of k 
tion. 
the 
may 
as fi 
The 
of v 
fello 
few 
a 
smal 
work 
the | 
total 
howe 
a thi 
of th 

Ba 
strike 
City’s 
looki: 
prosp 
surve 
medi 
by th 
tion ¢ 
featur 
almos 
ness ¥ 
is han 
distur 
Miley 
“The 
there 
more : 


Escal 
prioritic 
purchas 
terferin 
1947, a 
dicates. 
are higl 
fusing | 
ful revi 

cons: 

Indus 
seven in 
of subn 
tracts in 
ments w 
sheet an 
letter, 

These 
followin 
cause bu 
are goir 
cteate € 
Ing item 
expendit 
tions of 
(4.) Th 
perts on 
tracts an 
complica: 








any 


and 
Op- 
The 
und 


and 
der 


Box 
Sec- 


nu- 
lew 
ork 
lors 
(pe- 


five 


ails 
on- 
Jew 


Jed 


edit 
tive 
cial 


tive 
able 
tion 
ince 


ven- 
mer 
cing 


usi- 

the 
out- 
1 to 
ness 
ater 


om- 
5 in 
ntic 
-the 
con- 
tory 
|ire- 
erm 
is 
the 
ade 
om- 
rock 
the 
nere 


day 








“Small Business” Is Optimistic, 
Two Surveys Report 


The “little fellow’ is entering busi- 
ness in large numbers and over three- 
fourths of the wartime decline in the 
total number of firms has been re- 
covered, the National Industrial Con- 
ference Board points out in an analysis 
of business integration and concentra- 
tion. “It seems probable,” according to 
the report, “that the number of firms 
may exceed the prewar high by as many 
as from 300,000 to 500,000 concerns.” 
The influx of new business firms, most 
of which undoubtedly will be ‘‘little 
fellows,’ would do much to restore the 
rewar numerical relationships of large 
and small businesses. Before the war, 
small firms (those with fewer than 100 
workers) accounted for 40 per cent of 
the labor force and 38 per cent of the 
total taxable wage. By the end of 1943, 
however, small firms accounted for only 
a third of all employees and a quarter 
of the total wage. 

Barring major interruptions due to 
strikes or similar causes, New York 
City’s so-called ‘“‘small business man’”’ is 
looking forward to a year of continued 
ptosperity in 1947, according to a spot 
survey conducted among executives of 
medium-sized businesses and released 
by the Commerce and Industry Associa- 
tion of New York, Inc. “The principal 
feature of the reports received was the 
almost unanimous indication that busi- 
ness will continue to be good unless it 
is hampered by another round of labor 
disturbances,” said Thomas Jefferson 
Miley, secretary of the Association. 
“The survey also shows, however, that 
there will be more cautious buying and 
more stress by purchasers on quality.” 


Escalator Clauses a Problem 
To Purchasing Agents 


Escalator clauses have taken the place of 
priorities as the major problem of industrial 
purchasing agents, and are now seriously in- 
terfering with scheduling of purchases for 
1947, a survey by “The New York Times’ in- 
dicates. Many clauses used in sales contracts 
are highly legalistic statements which are con- 
fusing to industrial buyers and require care- 
ful review by lawyers before acceptance can 
be considered, they said. 

Industrial purchasing agents said they see 
seven important hardships created by the vogue 
of submitting large and elaborate sales con- 
tracts in place of simple pre-war sales agree- 
ments which were usually either a printed price 
a and catalogue page or a typed quotation 
etter. 

These seven hardships were said to be the 
following: (1.) They create uncertainty be- 
cause buyers never know how much suppliers 
are going to raise their prices. (2.) They 
create extra office work required in consider- 
ing items which would normally be routing 
expenditures. (3.) They cause some cancella- 
tions of plans through deferment of purchases. 
(4.) They require consultation of legal ex- 
Perts on phraseology of language used in con- 
tracts and change simple buying methods to 
complicated legal transactions. (5.) They cre- 
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ate doubt concerning past good-will created 
by previous business transactions. (6.) They 
increase costs of purchasing. (7.) They cause 
extra “shopping around’’ for comparison of 
escalator clause terms. 
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clauses range from 10 to 25 per cent., they 
said. In some cases vendors are willing to 
reduce per cent. figures named in sales con- 
tracts but a few companies say that if the 
buyer does not want to approve the escalator 


Price increases named by current escalator 


clause they will have to cancel the order. 
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One East Forty-Second Street 


DUTIES OF A CONTROLLER 


As Defined by Controllers Institute of America 


(NoTeE: Few controllers perform, or are responsible for, all of the duties listed 


here. In determining eligibility of applicants for membership, The Institute inquires 
as to which of the duties listed the applicant performs, or for which he is responsible, 
through assistants. ) 


1. The installation and supervision of all accounting records of the corporation. 
y I 


The preparation and interpretation of the financial statements and reports of 
the corporation. 


. The continuous audit of all accounts and records of the corporation wherever 


located. 


. The compilation of production costs. 

. The compilation of costs of distribution. 

. The taking and costing of all physical inventories. 

. The preparation and filing of tax returns and the supervision of all matters 


relating to taxes. 


. The preparation and interpretation of all statistical records and reports of the 


corporation. 


. The preparation, as budget director, in conjunction with other officers and 


department heads, of an annual budget covering all activities of the corpora- 
tion, for submission to the Board of Directors prior to the beginning of the 
fiscal year. The authority of the controller, with respect to the veto of com- 
mitments or expenditures not authorized by the budget, shall, from time to 
time, be fixed by the Board of Directors. 

The ascertainment currently that the properties of the corporation are prop- 
erly and adequately insured. 

The initiation, preparation and issuance of standard practices relating to all 
accounting matters and procedures and the co-ordination of systems through- 
out the corporation, including clerical and office methods, records, reports and 
procedures. 


. The maintenance of adequate records of authorized appropriations and the 


Seon that all sums expended pursuant thereto are properly accounted 
or. 

The ascertainment currently that financial transactions covered by minutes of 
the Board of Directors and/or the Executive Committee are properly executed 
and recorded. 

The maintenance of adequate records of all contracts and leases. 

The approval for payment (and/or countersigning) all checks, promissory 
notes and other negotiable instruments of the corporation which have been 
signed by the Treasurer or such other officers as shall have been authorized 
by the by-laws of the corporation or from time to time designated by the 
Board of Directors. 


. The examination of all warrants for the withdrawal of securities from the 


vaults of the corporation and the determination that such withdrawals are 
made in conformity with the by-laws and/or regulations established from time 
to time by the Board of Directors. 

The perparation or approval of the regulations or standard practices required 
to assure compliance with orders or regulations issued by duly constituted 
governmental agencies. 


This list of duties is recommended primarily for use by manufacturing 
com panies. 


A short form of by-law for a corporation, defining the duties of a controller, 
which The Controllers Institute of America recommends for adoption, reads, 


The duties of the controller shall be to maintain adequate records of all 
assets, liabilities, and transactions of this corporation; to see that adequate 
audits thereof are currently and regularly made; and, in conjunction with 
other officers and department heads, to initiate and enforce measures and 
procedures whereby the business of this corporation shall be conducted with 
the maximum safety, efficiency, and economy. He shall attend all meetings 
of the Board of Directors and of the Executive Committee and he shall re- 
port to the President and for the Board of Directors as said Board of Direc- 
tors may prescribe. His duties and powers shall extend to all subsidiary 
corporations and, so far as the president may deem practicable, to all affiliated 
corporations. 


Controllers Institute of America 
New York City 
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| NEW MEMBERS ELECTED 








By action of the National Executive Com- 
mittee on December 31, 1946, the applicants 
named below were elected to active membership 
in The Institute: 


ARTHUR W. ACKERMAN 
L. A. Young Spring & Wire Corporation, 
Detroit. 
FRANKLIN F. BRUDER 
L. Bamberger & Company, Newark, New 
Jersey. 
JOHN V. CLEARY 
Consolidated Edison Company of New York, 
Inc., New York City. 
ARCHIBALD FyFE DOLLAR 
RCA International Division of Radio Corpo- 
ration of America, New York City. 
GRANT F. GoDDARD 
Southern Comfort Corporation, St. Louis. 
M. B. GOLDBLATT 
The Virginia Railway Company, Norfolk, 
Virginia. 
WILLIAM J. HAGGERTY 
Chesebrough Manufacturing Company, Con- 
solidated, New York City. 
G. NATHAN HUNTER, JR. 
Archer Mills, Inc., Columbus, Georgia. 
JOHN E. KELTNER 
Farm Bureau Insurance Companies of Ohio, 
Columbus, Ohio. 
C. FREDERICK KINCAID 
Joy Manufacturing Company, Pittsburgh. 
DELMAR E. KULP 
First National Bank, Minneapolis, Minnesota. 


RICHARD L. LocKwoop in, 
National Transit Company, Oil City Penn- 
sylvania. 

GusTAVE E. NELSON Y ; 
Philadelphia Daily News, Inc., Philadelphia. 

MARSHALL B. NUNLIST 
Weston Electrical Instrument. Corporation, 
Newark, New Jersey. 

THEODORE R. OAKES 
Houdaille-Hershey Corporation, Detroit. 

GEorRGE E. SHOUP 
The. Dumore Company and Subsidiaries, Ra- 
cine, Wisconsin. 

ROBERT N. STRINGER 
Scott & Bowne, Bloomfield, New Jersey. 

JOHN T. STUART 
Scaife Company, Oakmont, Pennsylvania. 

R. DALE WHITE 
Union Electric Company of Missouri, St. 
Louis. 





Election of the 19 new 
members named above 
brings the membership 
of The Institute to 

2,940 











National Debt Conclusions 
Summarized in New Study 


Summarizing its recently issued study 
on “Our National Debt After Great 
Wars,” undertaken by the late Brigadier 
General Leonard P. Ayres, the Commit- 
tee on Public Debt Policy declares: 


1. Five times in this Nation’s history we 
have incurred great national debts—all of them 
to finance wars. 

2. Each time government war spending and 
borrowing have given us price inflation, fol- 
lowed in each case up to the present by painful 
deflation. 

3. The inflationary forces in World War II 
have been greater than ever before as the war 
spending and the increase in the government 
debt has been on a wholly unprecedented scale, 
both in dollars and in relation to our population 
and its income. 

4. So far the actual price inflation has been 
less than it was after World War I, but prices 
are still rising; inflation is still under way. 

5. While we must pay interest of five billion 
dollars a year on the national debt, the portion 
of the national income that this represents is 
only about 37 per cent larger than that taken 
up by the interest payments after the Civil 
War. This is partly because of an enlarged na- 
tional income, and partly attributable to a gov- 
ernmentally-imposed low interest rate policy, 
which has other serious economic implications. 

6. It has been our national tradition to pay 
down our war debts promptly. 

7. Our past record with respect to our na- 
tional debt is good enough to encourage us, and 
poor enough to put us on guard. During the 154 
years from 1792 through 1945 we have had 


ninety-three years of net surplus in our national 
budget and sixty-one years of net deficit. 

8. Throughout our history the greatest ob- 
stacles to national financial strength, and the 
most acute dangers of fiscal collapse, have never 
been the results of inadequate or failing re- 
sources, but always consequences of weak f- 
nancial policies. Increasing national wealth has 
always enabled us to pay down the public debt 
resulting from war expenditures. 

9. George Washington gave some good ad- 
vice on the subject of war debts in his Farewell 
Address of September, 1796. He said: 

“As a very important source of strength and 
security, cherish public credit. One method of 
preserving it is to use it as sparingly as possible; 
avoiding occasions of expense by cultivating 
peace, but remembering also that timely dis- 
bursements to prepare for danger frequently 
prevent much greater disbursements to repel it; 
avoiding likewise the accumulation of debt, not 
only by shunning occasions of expense, but by 
vigorous exertions in time of peace to discharge 
the debts which unavoidable wars may have oc- 
casioned, not ungenerously throwing upon pos- 
as gt burdens which we ourselves ought to 

ear. 


Permanent Rise Seen 
in Banking Costs 


Permanently higher fixed costs fog 
banking in New York State were seen! 
by Elliott-V. Bell, Superintendent of 
Banks, in his annual report issued res) 
cently. The increase is due, he explained, 
not only to salary rises but to other em. 
ploye benefits which he said a growing 
list of institutions is beginning to pro-} 
vide. These include pension funds, in 
surance and medical allowances. : 

“It is obvious that if the banks are to: 
maintain their strength in the face of) 
these higher costs and artificially low: 
money rates, a large volume of earning 
assets, with losses on assets minimized, } 
is highly essential,” the report said. “In 
order to obtain a volume of earning as. 
sets large enough to support the higher 
costs and to make possible further en- 
largements of capital funds out of earn- 
ings, the banks will find it necessary to 
develop the market for their credit ex- 
tensively and intensively.” 


Continued Price Rises 
Forecast by BAE 


According to the Bureau of Agricul 
tural Economics the general price level! 
will continue upward during the first 
quarter of this year despite recent set 
backs for some farm products. 4 

The Bureau feels a high rate of in 
come payments to individuals will con-) 
tinue to support most prices, particularly 
on items still short of demand. It fore: 
sees possible further advances in com} 
sumer expenditures, at least during thé 
early months of 1947. 4 

It predicted farm prices during thé 
first quarter of this year will average 
only slightly below the mid-November: 
level. . 
The bureau pictured the outlook for 
major types of farm products as follows# 

Livestock and meat—Hog prices prob 
ably will stay at high levels through the 
summer of 1947. : 

Dairy products—A decline in come 
sumer demand for milk and dairy prode 
ucts, with lower prices, is anticipated. 7 

Poultry and eggs—Demand is likely® 
to continue strong throughout the first 
half of this year, but prices are expected 
to decline. 

Fruit—Although supplies are genet 
ally larger, demand continues strong 
and prices, except for citrus, are eX] 
pected to be nearly as high as last winter. 





H. CHARLES KWASHA 
Consulting Actuary 
Employee “Pension “Plans 
50 Broad St. New York 4, N. Y. 








APPRAISALS 
Made by qualified experts in all lines | 
STANDARD APPRAISAL COMPA ; 
6 CHURCH ST. «Tanta 


NEW YORK Somer} 


BOSTON 
PHILADELPHIA 
. PITTSBURGH 











